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| FINAXCIAL ¥IGHLIGNTS |

At or for the 12 Months Ended At or for the Year Ended
December 31 March 31
(Dollars in thousands, except per share data) 2001 2001
SELECTED OPERATING DATA
FOR THE YEAR ENDED
Net interest income $ 246,179 $ 223,245
Provision for loan losses 8,475 1,392
Net gain on sales of loans and securities 3,145 3,398
Other non-interest income 53,924 34,940
Other non-interest expenses 144,854 131,602
Amortization of goodwill 3,594 14,344
Amortization of intangibles 7,481 6,880
Net income 86,065 62,036
Basic earnings per common share 1.64 1.11
Diluted earnings per common share 1.58 1.10
SELECTED FINANCIAL CONDITION DATA
AT YEAR ERD
Total assets $ 7,624,798 $ 7,010,867
Securities available-for-sale 1,027,994 921,747
Loans receivable, net 5,799,892 5,189,725
Deposits 4,794,775 4,666,057
Borrowings 1,693,855 1,320,360
Total stockholders’ equity 880,533 813,156
PERFORMANCE RATIOS
AT OR FOR THE YEAR ENDED
Return on average assets 1.19% 0.91%
Return on average equity 10.32 7.60
Average equity to average assets 11.50 11.93
Net interest margin 3.69 3.51
Efficiency ratio 48.27 50.97
Book value per share $ 15.08 $ 13.75
Tangible book value per share $ 11.76 $ 10.39
Cash dividends declared per common share $ 0.35 $ 0.30
Net Income Diluted Earnings per Loans Receivable, net Total Assets
Dollars in thousands Common Share Dollars in thousands Dollars in thousands
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H n my first letter to you as President and Chief Executive Officer of
|

{ Independence Community Bank, I am especially pleased to report

\ )
that the Bank is ﬁnancially sound and performance in 2001 was very

strong. We are now a $7.6 billion institution. Diluted earnings per

share increased 43% to $1.58 for the 12 months ended December 2001

compared to $1.10 per share for the 12 months ended March 31, 2001.

All of the other significant indicators of performance, including our

stock price, showed very positive improvements as well. It was a year of

significant growth.

Earnings and Asset Quality. The
earnings momentum since becoming
a publicly traded company, just four
short years ago, not only continued,
but advanced to new levels. Net
income increased 38% to $86 mil-
lion in calendar 2001 compared to
net income of $62 million for the
12 months ended March 31, 2002.
The Bank has traditionally main-
tained strong asset quality and has
continued to do so in 2001, despite
the softening economy. Non-
performing assets as a percentage
of total assets totaled less than one
percent, or 0.61%, at December 31,
200I. Net charge-offs continued to
be very modest at $1.4 million or
0.02% of average total loans. We
have worked closely with those
clients directly impacted by the
attack on the World Trade Center
and are optimistic that there will be
minimal impact on credit quality.
Broadening our loan portfolio.
Ultimately, our ability to upgrade
and diversify our loan portfolio
depends on the quality of our loan
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Independence Community
Stock Performance
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Peer Average NASDAQ SEP
Bank Bank

Thrifts** stocks Composite

lCBC Average* Top

* Peer group includes ASFC, GPT, NYCB, RSLN,
SIB, SVRN and WBST.

** Includes top 25 thrifts by market value as of
December 31, 2001 that have been public since
March 16, 1998.

officers, the wide array of our loan
and deposit products, and the
strength of our business relation-
ships. During 2001 we made
progress in all of these critical areas.

The Company originated,
excluding the mortgage warehouse
business, $1.89 billion of loans and
changed the mix of the portfolio.
At the end of 2001, commercial
mortgage and business loans totaled
$1.7 billion, or 29% of the loan
portfolio compared to $1.3 billion,
or 25% at March 31, 2001.

As part of our strategy to diver-
sify our loan portfolio, we signifi-
cantly expanded our Business
Banking Division. The Company
added a number of senior lenders
and extended the Bank’s geographic
footprint by entering Westchester
County. Importantly, we added an
experienced Chief Credit Officer,
who will help maintain and evolve
our outstanding credit culture.

In addition to the increase in
commercial mortgage and business

loans, our mortgage warehouse




business has also grown and added
to earnings. We participate in the
1-4 family residential lending mar-
ket on a wholesale basis by lending
directly to mortgage bankers. The
balance of mortgage warehouse lines
of credit increased to $4.4.6 million
at December 31, 2001 compared
to $207 million at March 31, 2001.
During 2001 we acquired Summit
Bank’s warehouse lending busi-
ness which added $83 million to
our totals.
Expanding Products and Services.
During the year, the Bank has con-
tinued to enhance and diversify its
array of products and services, for
both the retail and commercial cus-
tomer. On-line banking and our
cash management suite of products
are just two examples of our broad-
ened list of products and services.
Additionally, we are accelerating the
pace of change and the range of the
technology in the Company so as to
drive revenue growth and produc-
tivity. During 2001, we hired a new
Chief Information Officer to lead
and direct these efforts.
Improved net interest margin.
The Bank’s net interest margin
improved substantially in 2001, due
to a continued emphasis on growing
lower-costing core deposits and
the significant decline in short term
rates. The margin, which is a key
driver of profits, was 4.02% for the
fourth quarter of 2001 compared to
3.46% for the 2000 fourth quarter.
Our existing customer franchise,
responding to our improving sales
culture, contributed to both the
growth in deposits as well as the
significant change in deposit mix.
Our branch expansion program has
begun to aid this effort. Four new
branches were opened during the
year. Our network now includes a

new facility in Elmsford in
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“We are accelerating
the pace of change and
the range of the technelogy
in the Company so as
%o drive revenue growth
and productivity.
During 2001, we hired
a new Chief Infermation
Officer to lead and

divect these efforts,”
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Westchester County, a branch in
Melville on Long Island, and seven-
day-a-week full-service facilities in
two Wal-Mart stores in northern
New Jersey. Overall the branch
network consists of 71 branches ser-
vicing customers in the New York
metropolitan market. Supporting
the retail branch system, and our
ability to expand customer reach,

is a highly developed ATM network
consisting of 89 automated teller
machines, with another 16 stand
alone ATM facilities in highly
trafficked locations.

Core deposits. Expanding customer
relationships and increasing lower-
costing core deposits are two related
strategies. Core deposits (non-CD
deposits) increased $55I million or
23% to $2.9 billion between
December 31, 2001 and March 31,
200I. Core deposits represented
approximately 61% of total deposits
at the end of 2001, compared to
51% at March 31, 2001. During
these nine months we added
30,000 accounts and 22,000
households.

MANAGCEMENT TRANSITION
The Company's results are all the
more remarkable since they were
achieved during a period of slow-
down in the economy and, within
the Bank, a period of significant
management transition and
integration. In March 2001, 1
succeeded Charles J. Hamm upon
his retirement as President and
CEO. Today, Charlie continues to
serve the Company as Chairman of
the Independence Board. During
his 16 years as President and CEO
of Independence, Charlie oversaw a
significant branch expansion pro-
gram, concluded a half dozen bank
acquisitions, guided the Bank

through its conversion from mutual




to public ownership, and initiated
the Bank’s shift to full-service com-
munity banking. Charlie’s leader-
ship and strategic vision have given
us much to build upon.

During 2001, we brought into
the Bank more than 40 new senior
officers, including four who have
joined our twelve-member Manage-
ment Committee. [ am pleased and
excited by the depth and breadth of
this management team. We have
chosen well, and new and veteran
employees have become a compati-
ble whole. The melding of old and
new within the Bank was very close
to seamless and is a testament to the
quality of both past leadership and
new management.

Independence employees live as
well as work in the urban, ethnically
diverse communities we serve. As a
group we speak 29 languages and our
customer skills are important factors
in our success. We deeply value the
quality and loyalty of our long-time
employees and diverse customer
base, upon which our future growth
and expansion is based. We remain
committed to this legacy.

BUILDING FOR
THE FUTURE
Our primary mission at
Independence is to achieve sustain-
able and significant growth over the
long term. We plan to achieve this
mission by deploying a prudent and
fundamentally sound business model.
As we go forward, we will continue
to build on the strong foundations
already in place. Our strategies and
tactics will be developed and man-
aged to respond to the dynamic
challenges of ever-changing interest
rate and credit cycles.
Independence has succeeded
because it offers excellent products
at fair prices to the best customers.

“As we go forward, we
will centinue te build en
the strong foundations
already in place. Qur
strategies and tacties will
be develeped and
managed o respond o
the dynamie challenges of
ever-changing interest

rate and erecit eyeles.”

‘We have many diverse initiatives
intended to drive earnings. We
expect to improve the Bank’s net
interest margin by broadening our
commercial loan portfolio and
continuing to increase low-cost
commercial and consumer deposits.
We expect to add more mortgage
warehouse lines to exploit prime-
based floating rates. We will work to
maintain low credit costs, increase
fee-based income, continue cost
management, and increase our
investment in new talent, new tech-
nology and new infrastructure.

In the coming months and years
we plan to leverage our expertise in
multi-family lending in the greater
New York City region. We will work
to geographically fill out our fran-
chise, particularly in Brooklyn,
Queens, across Long Island, and in
New Jersey. We anticipate opening
12 new branches, including several
new facilities in Manhattan. The
role of the Manhattan branches will
be primarily to provide more sup-
port and service for a number of
our multi-family and other clients
who are based in Manhattan, rather
than to compete at a retail level with
banks already there. In addition, we
plan to reach out to the community
and attract new customers through a

major new marketing campaign.

COMMITMENT TO
THE COMMUNITY
The long-term success of
Independence is tied to the well-
being of the communities where it
does business and where its employ-
ees live and work. With this in
mind, for more than 150 years the
Bank has been active in charitable
giving in the communities it serves.
In 1998, shortly after it became a
public company, the Bank created
and endowed a new institution, the
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Independence Community
Foundation, in order to focus in a
systematic way on promoting eco-
nomic growth, educational attain-
ment, and housing development in
its local neighborhoods. Today, the
Foundation has an asset value of

more than $70 million.

ACKNOWLEDGEMENT OF
SEPTEMBER 17, 20071

The events of September I1th have
greatly affected our community,
our city, and our nation. We honor
and remember our friends who
perished. We salute those great New
Yorkers who have worked tirelessly
for their energy and dedication to
the critical task of rebuilding our
City. Our immediate response was
to create "The Independence

9/11 Fund”, raising more than
$300,000. This started with an

To Our Stakeholders ++ “We Love

To Our Clients +~+ We commit to provide value-added products, objective advice and

outstanding service.

To the Independence Team ++We commit to provide an open, welcoming environment in which

initial $100,000 from the

Foundation with additional contri-
butions by Bank employees, cus-
tomers, the general public and local
community organizations. Assistance
was given to the families of victims
for housing, school expenses and
other vital human needs. The aid
was disbursed through five non-
profit groups from New York and

New Jersey who responded to the i
Foundation’s Request for Proposal. E
By the time you read this, all of the |
money will have been distributed, ':
with no administrative expenses. !
Our thoughts and best wishes :
extend to all around us for peace :l
and recovery. :

For me, as well as for the Bank, E
2001 was a rewarding year on many |
levels. It has been my great privilege ::
to work in an environment of highly !

talented and dedicated people — our

Our Independence” represents a

each staff member can find a rewarding career.

To Our Fellow Shareholders ++ We commit to work diligently on your behalf, adding value in all
of our activities, generating sound and superior financial returns.

To Our Neighbors +++ We commit to work directly and through our Independence Community
Foundation to improve our surroundings and to be an exceptional partner.

Board of Directors, the Management
Committee, and the other officers
and employees of the Independence
family. Everyone has been so wel-
coming and all have contributed to
our progress and success.

As Ilook ahead, [ am extremely
optimistic. I believe we have the
financial strength, the expertise, the
quality customer relationships and
the sound strategies that will enable
us to continue and even improve
upon the high level of performance
that we achieved in 2001.

Thank you for your support. %

I

ALAN M. FISHMAN
President and

Chief Executive Officer
March 31, 2002

commitment.

= We Love Qur lndependence ~r
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eveloping close ties with the communities served by Independence

' is accomplished not only by providing quality-banking services,

but also through building partnerships for change with com-

munity nonprofits and cultural and educational institutions. The mech-

anism we have chosen to do this is the Independence Community

Foundation, created in the spring of 1998 shortly after the Bank went

public; it has a current asset value of more than $70 million.

The rationale for doing this is sim-
ple: an economically vibrant com-
munity is good business. In creating
the Foundation, the Bank gave
expression to its long held philoso-
phy that the success of the Bank is
tied to the well being of the com-
munities where it does business and
where its employees live and work.

In its grant making, the Founda-
tion’s primary mission is to foster
community development by promot-
ing economic growth, constructing
new housing and community facili-
ties, and funding educational and
cultural enhancements.

The Foundation’s mission is best
exemplified by its investment in the
Red Hook Community of Brooklyn,
a neighborhood of 11,000 resi-
dents, 70% of whom live in public
housing. In 1997, the Bank demon-
strated its faith in the community by
opening a branch—the first local
bank to do so in 50 years. The
Foundation demonstrated its shared
commitment with the Bank by mak-
ing long-term investments in the
community. Capital support has
been provided to enable the con-
struction of the Good Shepherd
Service Center and community high
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school, which will provide former
high school dropouts with counsel-
ing, career guidance and an enriched
academic program. The Foundation
funds “Red Hook on the Road,” a
job-training program that helps
residents obtain licenses to drive
trucks, buses and other commercial
vehicles and helps graduates to ,
obtain jobs. It has also invested in
“Red Hook Reads,” an intensive
two-year program to promote liter-
acy in the community.

The following are additional
examples of organizations that have
received grants from the
Foundation since 1998:

Habitat for Humanity

New York City

The Foundation’s five-year com-
mitment supports the building of
200 affordable single family homes
for low-income family ownership.

Greater Newark Conservancy

A capital grant to convert an aban-
doned synagogue and adjoining
vacant land into an environmental
education center and public park in
Newark’s Central Ward.

Greenpoint Manufacturing
Design Center

Foundation support spurred the
rehabilitation of the one million
square feet of abandoned industrial
space into affordable space for small
businesses.

Brooklyn Academy of Music

Arts and Culture District,

ART New York and Mark Morris
Dance Group

Funding the creation of an Arts and
Culture District to stimulate the
economic revitalization of down-
town Brooklyn and surrounding
neighborhoods such as Fort Greene
and Clinton Hill.

Eastern Union County YWCA
Funding for the construction of
permanent housing for low-income
women and children in Elizabeth,

New Jersey.

Through grants like these and
many others, the Independence
Community Foundation helps
renew the neighborhoods served by
the Bank and reshape the lives of its
residents. %
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PART I

ITEM 1. Business

Independence Community Bank Corp.
Independence Community Bank Corp. (the “Holding
Company™) is a Delaware corporation organized in
June 1997 by Independence Community Bank (the
“Bank”), for the purpose of becoming the parent sav-
ings and loan holding company of the Bank. The
Bank’s reorganization to the stock form of organization
and the concurrent offer and sale of the Holding Com-
pany’s common stock was completed on March 13,
1998 (the “Conversion”). The assets of the Holding
Company are primarily the capital stock of the Bank,
dividends receivable from the Bank, certain cash and
cash equivalents and securities available-for-sale. The
business and management of the Holding Company
consists primarily of the business and management of
the Bank (the Holding Company and the Bank are
collectively referred to herein as the “Company”). The
Holding Company neither owns nor leases any prop-
erty, but instead uses the premises and equipment of
the Bank. At the present time, the Holding Company
does not intend to employ any persons other than
officers of the Bank, and utilizes the support staff of the
Bank from time to time. Additional employees may be
hired as appropriate to the extent the Holding Com-
pany expands or changes its business in the future.

The Company’s executive office is located at 195
Montague Street, Brooklyn, New York 11201, and its
telephone number is (718) 722-5300.

Independence Community Bank

The Bank’s principal business is gathering deposits
from customers within its market area and investing
those deposits along with borrowed funds primarily in
multi-family residential mortgage loans, commercial
real estate loans, commercial business loans, lines of
credit to mortgage bankers, single-family residential
loans {including cooperative apartment loans), con-
sumer loans, mortgage-related securities, investment se-
curities and interest-bearing bank balances. The Bank’s
revenues are derived principally from interest on its
loan and securities portfolios while its primary sources
of funds are deposits, Federal Home Loan Bank of
New York (“FHLB™) borrowings, loan amortization
and prepayments and maturities of mortgage-related
securities and investment securities. The Bank offers a
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variety of loan and deposit products to its customers.
The Bank also makes available other financial instru-
ments, such as annuity products and mutual funds,
through arrangements with a third party.

The Bank has continued to broaden its banking
strategy by emphasizing commercial bank-like prod-
ucts, primarily commercial real estate and business
loans, mortgage warehouse lines of credit and commer-
clal deposits. This strategy focuses on increasing net
interest income and fee based revenue while concur-
rently diversifying the Bank’s customer base.

Change in Fiscal Year End

The Company announced in October 2001 that it
changed its fiscal year end from March 31, to Decem-
ber 31, effective December 31, 2001. This change pro-
vides internal efficiencies as well as aligns the Company’s
reporting cycle with regulators, taxing authorities and the
investor community. Due to the change in the reporting
period, the comparison of annual operating performance
is based upon the 12 month calendar year ended Decem-
ber 31, 2001 compared to the last audited 12 month
fiscal year ended March 31, 2001.

Market Area and Competition

The Company has been, and intends to continue to be,
a community-oriented financial institution providing fi-
nancial services and loans for housing and commercial
businesses within its market area. The Company over-
sees its 69 branch office network from its headquarters
located in downtown Brooklyn. The Company oper-
ates 18 branch offices in the borough of Brooklyn,
another nine in the borough of Queens and eight more
branches dispersed among Manhattan, the Bronx,
Staten Island and Nassau County. As a result of the
acquisitions of Broad National Bancorporation
(“Broad™), Newark, New Jersey and Statewide Finan-
cial Corp. (“Statewide”), Jersey City, New Jersey dur-
ing fiscal 2000, the Company also operates 34
branches in the northern New Jersey counties of Ber-
gen, Essex, Hudson, Middlesex and Union. The Com-
pany currently expects to expand its branch network
through the opening of approximately twelve branch
locations, including approximately three in Manhattan,
over the next twelve to eighteen months. Subsequent to
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ITEM 1. Business (continued)

December 31, 2001, two of these new locations have
opened, one in Westchester and one on Long Island,
bringing the total to 71 banking offices. The Company
gathers deposits primarily from the communities and
neighborhoods in close proximity to its branches. Al-
though the Company lends throughout the New York
City metropolitan area, the substantial majority of its
real estate loans are secured by properties located in
the boroughs of Brooklyn, Queens and Manhattan,
Nassau County, Long Island, and the counties in
northern and central New Jersey. The Company’s cus-
tomer base, like that of the urban neighborhoods which
it serves, is racially and ethnically diverse and is com-
prised of mostly middle-income households and, to a
lesser degree, low to moderate income households. The
Company has sought to set itself apart from its many
competitors by tailoring its products and services to
meet the diverse needs of its customers, by emphasizing
customer service and convenience and by being ac-
tively involved in community affairs in the neighbor-
hoods and communities it serves. The Company
believes that its commitment to customer and commu-
nity service has permitted 1t to build strong customer
identification and loyalty, which is a critical element of
the Company’s ability to continue to compete
effectively. ‘

Over the past several years, despite the recent eco-
nomic slowdown, the New York City metropolitan area
has benefited from the economic resurgence and
growth in employment and profitability experienced by
national securities and investment banking firms, many
of which are domiciled in Manhattan, as well as the
growth and profitability of other financial service com-
panies. Historically, the New York City metropolitan
area has also benefited from being the corporate head-
quarters of many large industrial and commercial com-
panies which have, in turn, attracted many smaller
companies, particularly within the service industry.
The metropolitan area also offers well developed trans-
portation and communication systems and a highly
skilled and educated work force. In spite of its size and
diversity, the New York City metropolitan area econ-
omy is affected by the level of business activity and
profitability within the securities and financial services
industries. The events of September 11, 2001 and the
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resultant effect on the Jocal economy has lead to uncer-
tainty as to the impact, both long and short-term, on
businesses and real estate values in lower Manbhattan.

The Company faces significant competition both in
making loans and in attracting deposits. There are
institutions located within the
Company’s market area, many of which have greater
financial resources than the Company. The Company’s
competition for loans comes principally from commer-
cial banks, savings banks, savings associations, insur-
ance companies, financial service companies and
mortgage-banking companies. Management antici-
pates that competition for mult-family residential and
commercial real estate mortgage loans and commercial
business loans will continue to increase in the future.
Accordingly, no assurance can be given that the Com-
pany will be able to maintain the volume of origina-
tions of such loans at current levels. The Company’s
most direct competition for deposits has historically
come from savings associations, savings banks, com-
mercial banks and credit unions. The Company faces
additional competition for deposits from short-term
money market funds and other corporate and govern-
ment securities funds, direct purchases of government
securities, equities market and from other financial in-
stitutions such as brokerage firms and insurance com-
panies. Competition also may increase as a result of the
elimination of restrictions on interstate operations of
financial institutions.

Forward Looking Information

In addition to historical information, this Annual Re-
port on Form 10-K includes certain “forward-looking
statements” based on current management expecta-
tions. The Company’s actual results could differ mate-
rially, as defined in the Securities Act of 1933 and the
Securities Exchange Act of 1934, from management’s
expectations. Such forward-looking statements include
statements regarding management’s intentions, beliefs
or current expectations as well as the assumptions on
which such statements are based. Stockholders and po-

“tential stockholders are cautioned that any such for-

ward-looking statements are not guarantees of future
performance and involve risks and uncertainties, and
that actual results may differ materially from those



ITEM 1. Business (continued)

contemplated by such forward-looking statements. Fac-
tors that could cause future results to vary from current
management expectations include, but are not limited
to, general economic conditions, legislative and regula-
tory changes, monetary and fiscal policies of the federal
government, changes in tax policies, rates and regula-
tions of federal, state and local tax authorities, changes
in interest rates, deposit flows, the cost of funds, de-
mand for loan products, demand for financial services,
competition, changes in the quality or composition of
the Company’s loan and investment portfolios, changes
in accounting principles, policies or guidelines, availa-
bility and cost of energy resources and other economic,
competitive, governmental and technological factors
affecting the Company’s operations, markets, products,
services and fees.

The Company undertakes no obligation to update
or revise any forward-looking statements to reflect
changed assumptions, the occurrence of unanticipated
events or changes to future operating results over time.

Lending Activities

General. At December 31, 2001, the Company’s net
loan portfolio totaled $5.80 billion, which represented
76.1% of the Company’s total assets of §7.62 billion at
such date. The largest category of loans in the Com-
pany’s portfolio continues to be multi-family residential
mortgage loans, which totaled $2.73 billion or 46.5%
of the Company’s total loan portfolio at December 31,
2001. Such loans are secured primarily by apartment
buildings located in the Company’s market arca. A key
corporate objective is over time to change the mix of
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the Company’s loan portfolio, emphasizing the origina-
tion of higher yielding and/or variable rate portfolios
of commercial real estate, commercial business and
mortgage warchouse lines of credit. The second and
third largest loan categories are commercial real estate
loans and commercial business loans which totaled
$1.02 billion or 17.3% and $665.8 million or 11.3%,
respectively, of the total loan portfolio at such date. In
recent years, the Company has also become actively
involved in providing warehouse funding to local mort-
gage brokers. Such loans accounted for $446.5 million
or 7.6% of its total loan portfolio at December 31,
2001. These four categories collectively accounted for
82.7% of the Company’s total loan portfolio at Decem-
ber 31, 2001. The remainder of the loan portfolio was
comprised of $496.3 million of single-family residential
mortgage loans, $356.5 million of cooperative apart-
ment loans, §141.9 million of home equity loans and
lines of credit and $32.0 million of consumer and other
loans.

The types of loans that the Company may originate
are subject to federal and state laws and regulations.
Interest rates charged by the Company on loans are
affected principally by the demand for such loans and
the supply of money available for lending purposes, the
rates offered by its competitors and the credit risk asso-
ciated with the loan. These factors in turn, are affected
by general and economic conditions, the monetary pol-
icy of the federal government, including the Board of
Governors of the Federal Reserve System (the “Federal
Reserve Board”), legislative tax policies and govern-
mental budgetary matters.
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ITEM 1. Business (continued)

Contractual Principal Repayments and Interest Rates. The following table sets forth scheduled contrac-
tual amortization of the Company’s loans at December 31, 2001, as well as the dollar amount of such loans which
are scheduled to mature after one year and which have fixed or adjustable interest rates. Demand loans, overdraft
loans and loans having no schedule of repayments and no stated maturity are reported as due in one year or less.

Principal Repayments Contractually Due in Year(s) Ended December 31,

Total at
December 31,

(In Thousands) 2001 2002 2003 2004 2005 2006 — 2011 2012 — 2017 Thereafter
Mortgage loans:

Single-family residential () $ 484,093 $ 5,778 § 9,752 § 7496 $ 2666 § 76,484 $ 65,234 $316,683

Cooperative apartment 356,500 337 2,585 1,762 586 9,067 26,646 315,517

Multi-family residential @ 2,730,641 95,371 231,464 267,129 332,791 1,610,244 170,372 23,270

Commercial real estate ) 1,019,299 61,971 49,713 62,282 123,760 445228 171,933 104,412
Commercial business loans 665,829 251,269 67,301 58,875 58,682 206,369 18,375 4,958
Other loans:
Warehouse mortgage lines
of credit 446,542 446,542 — — — — — —
Consumer and
other loans ) 173,907 27,720 27,424 21,572 14,904 71,057 11,230 —
Total & $5,876,811 $888,988 $388,239 $419,116 $533,389  $2,418,449 $463,790 $764,840

(1) Does not include $12.2 million of single-family residential loans serviced by others.

(2) Does not include $1.0 million of multi-family residential loans serviced by others.

(3) Does not include $80,000 of commercial real estate loans serviced by others.

¢4) Includes home equity loans and lines of credit, student loans, automobile loans and passbook loans.

(5) Of the $4.99 billion of loan principal repayments contractually due after December 31, 2002, $4.00 billion have fixed rates of interest and $989.4
million have adjustable rates of interest.

Loan Originations, Purchases, Sales and Servie- | credit to mortgage bankers in the New York, New

ing. The Company originates multi-family loans, , Jersey, Connecticut area. The acquisition increased the
commercial real estate and business loans, advances + Company’s existing mortgage warehouse line of credit
portfolio by $130 million in lines with approximately

$83.5 million in outstanding advances. Warehouse

under warehouse mortgage lines of credit, single-family
residential mortgage loans and cooperative apartment
loans, home equity, consumer and student loans. The
relative volume of originations is dependent upon cus-

mortgage lines of credit are short-term secured ad-
vances extended to mortgage-banking companies pri-
tomer demand and current and expected future levels ' marily to fund the origination of one-to-four family
of interest rates. mortgages.
The Company continued its focus on expanding its In addition to continuing to generate multi-family
higher yielding portfolios of commercial real estate and
commercial business loans as well as expanding its
mortgage warehouse lines of credit portfolio as part of
its business plan. As part of such effort, the Company
purchased in April 2001 the assets of Summit Bank’s
Mortgage Banking Finance Group (“MBFG”) from
FleetBoston Financial Corporation (Summit Bank was
acquired by FleetBoston). The MBFG is a specialized

lending group providing mortgage warehouse lines of ' ended December 31, 2001, the Company originated

residential mortgage loans for portfolio, the Company
also implemented a new program in the December
2000 quarter to originate and sell multi-family residen-
tial mortgage loans in the secondary market, to Fannie
Mae, while retaining servicing. The Company under-
writes these loans using its customary underwriting
standards, funds the loans, and sells the loans to Fannie
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ITEM 1. Business (continued)

for sale $441.9 million and sold $419.3 million of fixed-
rate multi-family loans in the secondary market with
servicing retained by the Bank. Multi-family residential
mortgage loans sold in the secondary market generally
do not exceed $8.5 million and have an average size of
approximately $1.8 million. Currently a new contract
is being negotiated to expand the existing program,
whereby the Company will be able to originate and sell
to Fannie Mae loans in the amounts of up to $20.0 mil-
lion per loan. At December 31, 2001, the Company
serviced $921.8 million of loans sold to Fannie Mae
with a loan servicing asset of $4.3 million. Under the
terms of the sales program, the Company retains a
portion of the associated credit risk. At December 31,
2001, the Company’s maximum potential exposure re-
lated to secondary market sales to Fannie Mae was
$67.2 million. This exposure is currently being re-
viewed in conjunction with the new contract negotia-
tions and may be subject to a downward revision for
loans previously sold. Once established, such amount
would continue to increase as long as the Company
continues to sell loans under this program to Fannie
Mae. The Company retains this level of exposure until
the portfolio of loans are paid in entirety or the Com-
pany funds claims by Fannie Mae for the maximum
loss exposure. As of December 31, 2001, the Company
had not realized any losses related to these loans. No
provisions relating to this exposure have been made
based on the quality of the loans and their continued
performance. The Company will continue to empha-
size this program as a means of increasing non-interest
income.

Over the past few years, the Company has de-
emphasized the origination for portfolio of single-fam-
ily residential mortgages in favor of higher yielding
loan products. In November 2001, the Company en-
tered into a private label program for the origination of
single-family residential mortgage loans through its
branch network under a mortgage origination assis-
tance agreement with Cendant Mortgage Corporation,
PHH Mortgage Services
(“Cendant™). Under this program, the Company
utilizes Cendant’s mortgage loan origination platforms

doing business as

(including telephone and Internet platforms) to origi- .
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nate loans that close in the Company’s name, utilizing
the Company’s licensing. The Company funds the
loans directly, and, under a separate loan and servicing
rights purchase and sale agreement, sells the loans and
related servicing to Cendant at agreed upon pricing.
The Company is using this program as a means of
increasing non-interest income and serving its client
base. The Company may continue to originate certain
adjustable and fixed-rate residential mortgage loans for
portfolio retention, but at significantly reduced levels.

In September 2000, the Company sold substantially
its entire student loan portfolio as part of its strategy to
exit the student loan servicing business. The Company
continues to offer student loans and has an agreement
with a third party which will purchase originated loans
at a premium.

As of December 31, 2001, the Company serviced
$270.1 million of single-family residential mortgage
loans and $921.8 million of multi-family residential
loans for others.

In December 1998, Broad entered into an agree-
ment with New Jersey Citizen Action (“NJCA”), a
community group, pursuant to which Broad agreed to
use its best efforts to lend a total of $20.0 million in the
state of New Jersey over a five year period beginning on
January 1, 1999. Subsequent to the merger of Broad
and the Company in July 1999 and the merger of
Statewide and the Company in January 2000, the Bank
entered into a modified agreement with NJCA pursu-
ant to which a revised target goal of extending
$33.0 million in loans was established for the five-year
term of the agreement ending December 31, 2004,
Such loans are to consist primarily of affordable home
mortgage products in the form of one-to-four family
mortgage loans to qualified low and moderate income
borrowers, community development financing consist-
ing primarily of loans for the purpose of purchasing,
constructing and rehabilitating housing affordable to
low and moderate income families and economic de-
velopment financing to facilitate small business startup
and expansion and job development. As of Decem-
ber 31, 2001, the Company had extended approxi-
mately $38.5 million of loans in connection with the
NJCA agreement.




ITEM 1. Business (continued)

Loan Activity. The following table shows the activity in the Company’s loan portfolio during the periods
indicated.

Nine Months Ended Year Ended
December 31, March 31,
{In Thousands) 2001 2001 2000
Total principal balance of loans held at the beginning of period $5,273,220 $4,961,040 $3,517,344
Acquired from Broad acquisition -— — 362,514
Acquired from Statewide acquisition — — 398,974
Total acquired from acquisitions — — 761,488
Originations of loans for portfolio:
Single-family residential 18,430 14,663 33,828
Cooperative apartment 4,827 5,507 74,868
Multi-family residential 323,617 288,328 784,788
Commercial real estate 196,730 332,860 237,389
Commercial business loans 405,409 345,702 142,257
Warehouse mortgage lines of credit () 3,883,054 1,821,622 194,994
Consumer @ 77,717 57,167 47,252
Total originations for portfolio 4,909,784 2,865,349 1,515,376
Originations of loans for sale:
Single-family residential 4,121 — —
Multi-family residential 441,870 253,031 —
Consumer 2,032 — —
Total originations of loans for sale 448,023 253,031 —
Purchases of loans:
Single-family residential — — 2,138
Cooperative apartment loans - — 6,266
Warehouse mortgage lines of credit 83,520 — —
Total purchases 83,520 — 8,404
Total originations and purchases 5,441,327 3,118,880 1,523,780
Loans sold:
Single-family residential 425 - 1,867
Cooperative apartment loans — — 675
Multi-family residential 419,315 509,930 —
Consumer @ 1,521 35,710 —
Total sold 421,261 545,640 2,542
Repayments ® 4,403,280 2,261,060 839,030
Net loan activity 616,786 312,180 1,443,696
Total principal balance of loans held at the end of period 5,890,006 5,273,220 4,961,040
Less:
Discounts on loans purchased and net deferred fees at end of period 11,875 11,779 10,520
Total loans receivable at end of period $5,878,131 $5,261,441  $4,950,520

(1) Represents primarily advances on the lines.

(2) Includes home equity loans and lines of credit, student loans, automaebile loans, passhook loans and secured and unsecured persanal loans.

(3) Includes repayment of line advances ($3.73 billion for warehouse mortgage lines of credit) and loans charged-off or transferred to other real estate
owned.
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ITEM 1. Business (continued)

Multi-Family Residential Lending. The Com-
pany originates multi-family (five or more units) resi-
dential mortgage loans which are secured primarity by
apartment buildings, cooperative apartment buildings
and mixed-use (combined residential and commercial)
properties located primarily in the Company’s market
area. These loans are comprised primarily of middle-
income housing located in the boroughs of Brooklyn,
Queens, Manhattan, the Bronx and Northern New
Jersey. The main competitors for loans in the Com-
pany’s market area tend to be local banks and savings
institutions as well as insurance companies. Histori-
cally, the Company has been an active multi-family
residential mortgage lender and this portion of the
Company’s loan portfolio has grown substantially dur-
ing the last several years, reflecting the Company’s
emphasis on such lending. In addition to continuing to
generate multi-family residential mortgage loans for
portfolio, the Company commenced in the Decem-
ber 2000 quarter its strategy to originate and sell multi-
family residential mortgage loans in the secondary
market while retaining servicing.

At December 31, 2001, multi-family residential
mortgage loans totaled $2.73 billion, or 46.5% of the
Company’s total loan portfolio. The Company
originated multi-family residential loans for portfolio of
$323.6 million during the nine months ended Decem-
ber 31, 2001 and $288.3 million for the fiscal year
ended March 31, 2001. Multi-family residential mort-
gage loans in the Company’s portfolio generally range
in amount from $500,000 to $4.0 million and have an
average size of approximately $2.0 million.

The Company implemented a new program in the
December 2000 quarter to originate and sell multi-
family residential mortgage loans in the secondary
market to Fannie Mae while retaining servicing. Dur-
ing the nine months ended December 31, 2001 the
Company originated for sale $441.9 million and sold
$419.3 million of multi-family loans to Fannie Mae
with servicing retained by the Bank. See “Business-
Lending Activities-Loan Originations, Purchases, Sales
and Servicing”.

The Company has developed during the past several
years working relationships with several mortgage bro-
kers. Under the terms of the arrangements with such
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brokers, the brokers refer potential loans to the Com-
pany. The loans are originated and underwritten by
the Company utilizing its underwriting policies and
standards. The mortgage brokers receive a fee from the
borrower upon the funding of the loans by the Com-
pany. In recent years, mortgage brokers have heen the
source of a substantial majority of the multi-family
residential loans originated by the Company.

When approving new multi-family residential mort-
gage loans, the Company follows a set of underwriting
standards which it believes are conservative, and which
generally permit a maximum loan-to-value ratio of
75% based on an appraisal performed by either one of
the Company’s in-house licensed and certified apprais-
ers or by a Company-approved licensed and certified
independent appraiser (whose appraisal is reviewed by
a Company licensed and certified appraiser), and suffi-
cient cash flow from the underlying property to ade-
quately service the debt. A minimum debt service ratio
of 1.3% generally is required on multi-family residen-
tial mortgage loans. The Company also considers the
financial resources of the borrower, the borrower’s ex-
perience in owning or managing similar properties, the
market value of the property and the Company’s lend-
ing experience with the borrower. For loans sold in the
secondary market to Fannie Mae, the maximum loan-
to-value ratio is 80% and the minimum debt service
ratio is 1.25%. The Company’s current lending policy
for loans originated for portfolio and for sale requires
that loans in excess of $2.0 million be approved by two
non-officer directors of the Credit Committee of the
Board of Directors.

The Company’s multi-family residential mortgage
loans include loans secured by cooperative apartment
buildings. In underwriting these loans, the Company
applies the normal underwriting criteria used with
other multi-family properties. In addition, the Com-
pany generally will not make a loan on a cooperative
apartment building unless at least 50% of the total
units in the building are owner-occupied. However, the
Company will consider making a loan secured by a
cooperative apartment building if it has a large positive
rental income which significantly exceeds maintenance
expense. At December 31, 2001, the Company had
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ITEM 1. Business (continued)

$540.5 million of loans secured by cooperative apart-
ment buildings located primarily in Manhattan.

The Company’s typical multi-family residential
mortgage loan is originated with a term to repricing of
5 to 7 years. These loans have a fixed-rate of interest
and may be extended by the borrower, upon payment
of an additional fee, for an additional five year period
at an interest rate based on the 5-year FHLB advance
rate plus a margin at the time of extension. Under the
terms of the Company’s multi-family residential mort-
gage loans, the principal balance generally is amortized
at the rate of 1% per year with the remaining principal
due in full at maturity. Prepayment penalties are gener-
ally assessed on these loans.
Commercial Real Estate Lending. In addition to
multi-family residential mortgage loans, the Company
originates commercial real estate loans. This growing
portfolio is comprised primarily of loans secured by
commercial and industrial properties, office buildings,
schools and small shopping centers located primarily
within the Company’s market area.

At December 31, 2001, commercial real estate loans
amounted to $1.02 billion or 17.3% of total loans. This
portfolio increased $158.2 million, or 18.4%, during
the nine months ended December 31, 2001 due to the
Company’s increased emphasis on originating higher
yielding commercial real estate and business loans in
connection with changing the composition of its loan
portfolio to be more commercial bank-like. The Com-
pany originated $196.7 million of commercial real es-
tate loans during the nine months ended December 31,
2001 and $332.9 million for the fiscal year ended
March 31, 2001. The Company intends to continue to
emphasize these higher yielding loan products.

The Company’s commercial real estate loans gener-
ally range in amount from $50,000 to $5.0 million, and
have an average size of approximately $750,000. The
Company originates commercial real estate loans using
similar underwriting standards as applied to multi-fam-
ily residential mortgage loans. The Company reviews
rent or lease income, rent rolls, business receipts, the
borrower’s credit history and business experience, and
comparable values of similar properties when under-
writing commercial real estate loans.

Loans secured by apartment buildings and other
multi-family residential and commercial properties
generally are larger and considered to involve a greater
degree of risk than single-family residential mortgage
loans. Payments on loans secured by multi-family resi-
dential and commercial properties are often dependent
on the successful operation or management of the
properties and are subject, to a greater extent, to ad-
verse conditions in the real estate market or the econ-
omy. The Company seeks to minimize these risks
through its underwriting policies, which generally limit
the origination of such loans to loans secured by
properties located in the Company’s market area and
require such loans to be qualified on, among other
things, the basis of the property’s income and debt
service ratio. In addition to the credit risks involved in
multi-family residential and commercial real estate
lending, the ability of the Company to continue to
originate such loans at the levels experienced in the
past may be a function of, among other things, main-
taining the mortgage broker relationships discussed
above.

Single-Family Residential and Cooperative Apart-
ment Lending. The Company, through its private
label program with Cendant, offers both fixed-rate and
adjustable-rate mortgage loans secured by single-family
residential properties located in the Company’s pri-
mary market area. Under its agreement with Cendant,
the Company offers a range of single-family residential
loan products through various delivery channels, sup-
ported by direct consumer advertising, including
telemarketing, branch referrals and the Company’s In-
ternet website. The Company will emphasize this pro-
gram as a means of increasing non-interest income.

Over the past few years, the Company has de-em-
phasized the origination of single-family residential
mortgages, for portfolio, in favor of higher yielding
loan products. At December 31, 2001, $496.3 million,
or 8.5% of the Company’s total loan portfolio consisted
of single-family residential mortgage loans of which
$246.2 million were adjustable rate mortgage loans
(“ARMs”).

The interest rate on the Company’s ARMs fluctu-
ates based upon a spread above the average yield on
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ITEM 1. Business (continued)

United States Treasury securities, adjusted to a con-
stant maturity which corresponds to the adjustment
period of the loan (the “U.S. Treasury constant matur-
ity index”) as published weekly by the Federal Reserve
Board. In addition, ARMs generally are subject to limi-
tations on interest increases or decreases of 2% per
adjustment period and an interest rate cap during the
life of the loan established at the time of origination.
Certain of the Company’s ARMs can be converted to
fixed-rate loans. Interest rates charged on fixed-rate
loans are competitively priced based on market condi-
tions. Included in single-family residential loans is a
modest amount of loans partially or fully guaranteed
by the Federal Housing Administration (“FHA™) or the
Department of Veterans’ Affairs (“VA”).

Under the Company’s underwriting guidelines,
ARMS can be originated with loan-to-value ratios of
up to 80%. Fixed-rate, single-family residential mort-
gage loans can be originated with loan-to-value ratios
of up to 95%; provided, however, that private mort-
gage insurance is required for loans with loan-to-value
ratios in excess of 80%. Substantially all of the Com-
pany’s mortgage loans include due-on-sale clauses
which provide the Company with the contractual right
to deem the loan immediately due and payable in the
event the borrower transfers ownership of the property
without the Company’s consent. It is the Company’s
policy to enforce due-on-sale provisions within the ap-
plicable regulations and guidelines imposed by New
York law.

The Company continues to originate cooperative
apartment loans although at a substantially reduced
level of actuivity. At December 31, 2001, such loans
amounted to $356.5 million or 6.1% of the Company’s
total loan portfolio. At December 31, 2001, ARMs
represented $332.1 million of cooperative apartment
loans. Although the Company’s cooperative apartment
loans in the past have related to properties located in
the boroughs of Manhattan, Brooklyn and Queens, in
recent periods substantially all of such loans originated
or purchased have related to properties located in
Manbhattan, with a significant number of such loans
having original loan balances in excess of $300,000.

In order to provide financing for low and moderate-
income home buyers, the Company participates in resi-
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dential mortgage programs and products sponsored by,
among others, the State of New York Mortgage Au-
thority, the Community Preservation Corporation and
Neighborhood Housing Services. Various programs
sponsored by these groups provide low and moderate
income households with fixed-rate mortgage loans
which are generally below prevailing fixed market rates
and which allow below-market down payments.

The
Company’s strategy to shift its portfolio to a more
commercial bank-like composition has resulted in sig-
nificantly expanding its commercial business loan port-
folio. The Company makes commercial business loans
directly to businesses located in its market area and
targets small- and medium-sized businesses. Applica-

Comumnercial Business Lending Activities.

tions for commercial business loans are obtained pri-
marily from existing customers, branch referrals and
direct inquiry. As of December 31, 2001, commercial
business loans totaled $665.8 million, or 11.3%, of the
Company’s total loan portfolio. This portfolio in-
creased $229.1 million, or 52.5%, from $436.8 million
at March 31, 2001.
$405.4 million of commercial business loans during the
nine months ended December 31, 2001 and
$345.7 million for the fiscal year ended March 31,
2001.

Commercial business loans originated by the Com-

The Company originated

pany generally range in amount from $50,000 to
$5.0 million, and have an average size of approximately
$750,000, have terms of five years or less and adjusta-
ble interest rates tied to prime or the London Inter-
Bank Offered Rate (LIBOR) rate plus a margin. Such
loans are generally secured by real estate, receivables,
inventory, equipment, machinery and vehicles and are
further enhanced by the personal guarantees of the
principals of the borrower. Commercial business loans
generally have shorter terms to maturity and provide
higher vields than residential mortgage loans. The
Company’s current lending policy for loans originated
for portfolio and for sale requires that loans in excess of
$2.0 million be approved by two non-officer directors
of the Credit Committee of the Board of Directors.
Although commercial business loans generally are con-
sidered to involve greater credit risk, and generally a
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ITEM 1. Business (continued)

corresponding higher yield, than certain other types of
loans, management intends to continue emphasizing
the origination of commercial business loans to small-
and medium-sized businesses in its market area.
Warehouse Mortgage Lines of Credit. Warchouse
mortgage lines of credit are revolving lines of credit to
small- and medium-sized mortgage banking companies
at interest rates indexed at a spread to the prime rate.
The lines are drawn upon by such companies to fund
the origination of mortgages, primarily one-to-four
family loans, where the amount of the draw is generally
no higher than 97% of the loan amount, which, in
turn, is no higher than 80% of the appraised value of
the property. In substantially all cases, prior to funding
the advance, the mortgage broker has received an ap-
proved commitment for the sale of the loan which in
turn reduces credit exposure associated with the line.
The lines are repaid upon completion of the sale of the
mortgage loan to third parties which usually occurs
within 90 days of origination of the loan. During the
period between the origination and sale of the loan, the
Company maintains possession of the original mort-
gage note. The customers of the Mortgage Funding
group are located primarily in New Jersey and sur-
rounding states. These loans are of short duration and
are made to a customer base whose primary business is
mortgage refinancing. In the event of rising interest
rates, the Company expects that utilization of these
lines of credit would be substantially reduced and re-
placed only to the extent of strength in the general
housing markets. As of December 31, 2001, advances
under warehouse mortgage lines of credit totaled
$446.5 million, or 7.6% of the Company’s total loan
portfolio compared to $206.7 million at March 31,
2001.

To further expand this product line, the Company,
in April 2001, purchased the assets of Summit Bank’s
MBFG, a specialized lending group providing mort-
gage warchouse lines of credit to mortgage bankers
located in New York, New Jersey and Connecticut. The
acquisition increased the mortgage warehouse line of
credit portfolio by $130 million in lines with approxi-
mately $83.5 million in outstanding advances at the
time of acquisition.

Warehouse mortgage lines of credits generally range

in amount from $1.0 million to $20.0 million, and have
an average size of approximately $7.5 million. The
Company has maintained its line utilization at approxi-
mately 75% at March 31, 2001 and December 31,
2001.
Consumer Lending Activities. The Company of-
fers a variety of consumer loans including home equity
loans and lines of credit, automobile loans, student
loans and passbook loans in order to provide a full
range of financial services to its customers. Such loans
arc obtained primarily through existing and walk-in
customers and direct advertising. At December 31,
2001, $173.9 million or 2.9% of the Company’s total
loan portfolic was comprised of consumer loans.

The largest component of the Company’s consumer
loan portfolio is home equity loans and lines of credit.
Home equity lines of credit are a form of revolving
credit and are secured by the underlying equity in the
borrower’s primary or secondary residence. The Com-
pany’s home equity lines of credit have interest rates
that adjust or float based on the prime rate, loan-to-
value ratios of 80% or less, and are generally for
amounts of less than $100,000 but can be as high as
$300,000. The loan repayment is generally based on a
15 year term consisting of principal amortization plus
accrued interest. At December 31, 2001, home equity
loans and lines of credit amounted to §141.9 million,
or 2.4%, of the Company’s total loan portfolio. The
Company had an additional $56.9 million of unused
commitments pursuant to such equity lines of credit.

The second largest component of the Company’s
consumer loan portfolio is automobile loans which to-
taled $10.1 million at December 31, 2001, of which
66.0% were originated directly with the Company’s
customers, rather than indirectly through automobile
dealers. The car collateralizes the loan, with the Com-
pany lending up to 90% of the value of the car. The
loans generally amortize over a two to five year period
and can be used to purchase either a new or used car.

During the vear ended March 31, 2001, the Com-
pany sold substantially all of its student loan portfolio
as part of its strategy to exit the student loan servicing
business. The Company continues to offer this product
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ITEM 1. Business (continued)

and has an agreement with a third party which will
purchase the loans at a premium. These loans are
originated under the auspices of either the New York
State Higher Education Service Corporation
(“NYSHESC”) or the New Jersey Higher Education
Assistance Authority (“NJHEAA™).

At December 31, 2001, the remaining $21.9 million
of the Company’s consumer loan portfolio was com-
prised primarily of passbook loans, which are secured
by the borrowers’ deposits at the Bank, and other un-
secured loans. During fiscal 2000 the Company sold its
entire credit card portfolio. The Company has an
agreement with another financial institution to act as
their agent and offer credit cards in the Company’s
market area for which the Company receives a per unit
fee, but the Company does not record an asset or
assume any related credit risk.

Consumer loans generally have shorter terms and
higher interest rates than residential mortgage loans
but generally involve more credit risk than residential
mortgage loans because of the type and nature of the
collateral and, in certain cases, the absence of collat-
eral. These risks are not as prevalent in the case of the
Company’s consumer loan portfolio, however, because
a majority of the portfolio is comprised of home equity
loans and lines of credit which are secured by real
estate. The loans are underwritten in a manner such
that they result in a lending risk which is similar to that
of single-family residential mortgage loans.

Loan Approval Authority and Underwriting.
The Board of Directors of the Bank has established
lending authorities for individual officers as to its vari-
ous types of loan products. For multi-family residential
mortgage loans, commercial real estate and commer-
cial business loans, an Executive Vice President and a
Senior Vice President have the authority to approve
loans in amounts up to $500,000 and amounts up to
$2.0 million may be approved by either the Chief Ex-
ecutive Officer or the Chief Credit Officer. For single-
family residential mortgage loans and cooperative
apartment loans, two senior officers acting jointly have
the authority to approve loans in amounts up to
$500,000. Any mortgage loan, cooperative apartment
and commercial business loan in excess of $2.0 million
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must be approved by at least two members of the
Credit Committee of the Board of Directors, which
consists of various directors, the composition of which
is changed periodically. Consumer loans of less than
$100,000 can be approved by an individual loan of-
ficer, while loans between $100,000 and $300,000 must
be approved by two loan officers.

The Company’s credit administration policy limits
the amount of credit related to mortgage loans, com-
mercial loans and cooperative share loans that can be
extended to any one borrower to $20.0 million. With
certain exceptions, the Company’s policy also limits the
amount of commercial business loans that can be ex-
tended to any affiliated borrowing group to $40.0 mil-
lion. With certain limited exceptions, a New York-
chartered savings bank may not make loans or extend
credit for commercial, corporate or business purposes
(including lease financing) to a single borrower, the ag-
gregate amount of which would exceed (i) 15% of the
Bank’s net worth if the loan is unsecured, or (i) 25% of
net worth if the loan is secured.

Appraisals for multi-family residential and commer-
cial real estate loans are generally conducted by li-
censed and certified internal appraisers. In addition,
the Company internally reviews all appraisals con-
ducted by independent appraisers on multi-family resi-
dential and commercial real estate properties. It is the
Company’s policy to require appropriate insurance
protection, including title and hazard insurance, on all
mortgage loans prior to closing. Other than coopera-
tive apartment loans, mortgage loan borrowers gener-
ally are required to advance funds for certain items
such as real estate taxes, flood insurance and private
mortgage insurance, when applicable.

Loan Origination and Loan Fees. In addition to
interest earned on loans, the Company receives loan
origination fees or “points” for many of the loans it
originates. Loan points are a percentage of the princi-
pal amount of the mortgage loan and are charged to
the borrower in connection with the origination of the
loan. The Company also offered a number of residen-
tial loan products on which no points were charged.
The Company’s loan origination fees and certain re-
lated direct loan origination costs are offset, and the
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ITEM 1. Business (continued)

resulting net amount is deferred and amortized over
the contractual life of the related loans as an adjust-
ment to the yield of such loans. At December 31, 2001,
the Company had $11.9 million of net deferred loan
fees.

Asset Quality

The Company generally places loans on non-accrual
status when principal or interest payments become
90 days past due, except those loans reported as
90 days past maturity within the overall total of non-
performing loans. However, student, FHA or VA loans
continue to accrue interest because their interest pay-
ments are guaranteed by various government programs
and agencies. Loans may be placed on non-accrual
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status earlier if management believes that collection of
interest is doubtful. When a loan is placed on non-
accrual status, previously accrued but unpaid interest is
deducted from interest income.

Real estate acquired by the Company as a result of
foreclosure or by deed-in-lieu of foreclosure is classified
as other real estate owned (“OREQO”) until sold. Such
assets are carried at the lower of fair value minus esti-
mated costs to sell the property, or cost (generally the
balance of the loan on the property at the date of
acquisition). After the date of acquisition, all costs in-
curred in maintaining the property are expensed and
costs incurred for the improvement or development of
such property are capitalized up to the extent of their
net realizable value.
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ITEM 1. Business (continued)

Delinquent loans. The following table sets forth delinquencies in the Company’s loan portfolio as of the
dates indicated:

60-89 Days 90 Days or More
Principal Principal
Number Balance Number Balance
(Dollars in Thousands) of Loans of Loans of Loans of Loans
At December 31, 2001
Mortgage loans:
Single-family residential 20 $ 763 56 $ 3,968
Cooperative apartment 2 93 14 204
Multi-family residential 3 511 5 2,312
Commercial real estate 4 1,491 13 6,780
Commercial business loans 3 3,998 41 13,313
Consumer and other loans (! 53 502 77 1,355
Total 85 $7,358 206 $27,932
Delinquent loans to total loans @ 0.13% 0.48%
At March 31, 2001
Mortgage loans:
Single-family residential 20 $ 935 68 $ 5,035
Cooperative apartment 2 102 9 211
Multi-family residential 2 288 3 524
Commercial real estate 4 1,048 11 3,477
Commercial business loans 11 2,453 19 6,795
Consumer and other loans () 84 778 _84 1,856
Total 123 $5,604 194 $17,898
Delinquent loans to total loans @ 11% 0.34%
At March 31, 2000
Mortgage loans:
Single-family residential 29 51,373 71 $ 3,712
Cooperative apartment 3 219 11 243
Multi-family residential 3 357 6 1,128
Commercial real estate — — 14 3,281
Commercial business loans 7 227 13 3,821
Consumer and other loans () 319 1,618 611 2,649
Total 361 $3,794 726 $14,834
Delinquent loans to total loans @ 0.08% 0.30%

(1) Includes home equity loans and lines of credit, student loans, automobile loans, passbook loans and secured and unsecured personal loans.
{2) Total loans includes loans receivable less deferred loan fees and unamortized discounts, net.
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ITEM 1. Business (continued)

Non-Performing Assets. The following table sets forth information with respect to non-performing assets
identified by the Company, including non-performing loans and OREQO at the dates indicated.

At December 31,

At March 31,

(Dollars in Thousands) 2001 2001 2000 1999 1998
Non-accrual loans:
Mortgage loans:
Single-family residential $ 3,968 $ 5,035 $ 3,712 $ 2,809 $ 4,423
Cooperative apartment 204 211 243 381 509
Multi-family residential 2,312 524 1,128 830 1,190
Commercial real estate 6,780 3,477 3,281 2,687 4,782
Commercial business loans 13,313 6,795 3,821 367 349
Other loans 1,225 1,534 33 33 82
Total non-accrual loans 27,802 17,576 12,218 7,107 11,335
Loans past due 90 days or more
as to:
Interest and accruing 130 322 2,616 1,197 1,607
Principal and accruing @ 18,089 17,750 11,516 30,805 16,804
Total past due loans and
accruing 18,219 18,072 14,132 32,002 18,411
Total non-performing loans 46,021 35,648 26,350 39,109 29,746
Other real estate owned, net & 130 235 68 273 192
Total non-performing assets @ $46,151 $35,883 £26,418 $39,382 $29,938
Non-performing loans as a percent
of total loans 0.78% 0.68% 0.53% 1.12% 1.07%
Non-performing assets as a percent
of total assets 0.61% 0.51% 0.40% 0.71% 0.57%
Allowance for loan losses as a
percent of total loans 1.33% 1.36% 1.42% 1.34% 1.31%
Allowance for loan losses as a
percent of non-performing loans 178.01% 201.18% 266.74% 119.72% 122.19%

Net of related valuation allowances.

) Consists primarily of FHA home improvement loans and home equity loans and lines of credit.

) Reflects loans that are 90 days or more past maturity which continue to make payments on a basis consistent with the original repayment schedule.
)

)

Non-performing assets consist of non-performing loans and OREQO. Non-performing loans consist of (i) non-accrual loans, (i) loans 90 days or more

past due as to interest or principal and (i) other loans which have been identified by the Company as presenting uncertainty with respect to the

collectibility of interest and principal.
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ITEM 1. Business (continued)

Non-performing assets increased 28.6% to
$46.2 million at December 31, 200}, compared to
$35.9 million at March 31, 2001. The increase of
$10.3 million primarily reflects increases of $6.5 mil-
lion in non-accrual commercial business loans and
$3.3 million in non-accrual commercial real estate
loans. Loans 90 days or more past maturity which
continued to make payments on a basis consistent with
the original repayment schedule amounted to
$18.1 million at December 31, 2001 and consisted
primarily of $14.2 million of commercial real estate
loans and $3.5 million of multi-family residential loans.
At December 31, 2001, the $14.2 million of contractu-
ally past due commercial real estate loans consisted of 6
loans, while the $3.5 million of contractually past due
multi-family residential loans consisted of 20 loans.

The Company’s multi-family residential and com-
mercial real estate loans are generally structured as a
five or ten year balloon loan with the ability of the
borrower to extend the term of the loan for an addi-
tional five years. At the contractual maturity date of
these particular loans, the borrowers failed to repay in
full the principal due. The borrowers, however, have
continued to make payments on the loans consistent
with the loans’ payment terms based on the original
amortization schedule. Although the Company has
contacted the borrowers requesting that they refinance
their loans, the borrowers have not yet taken such step.
The majority of such loans bear interest rates that are
above those being charged currently on newly
originated multi-family residential and commercial real
estate loans. Furthermore, the Company inspects each
of such properties at least annually. The Company is
continuing its efforts to have the borrowers refinance or
extend the term of such loans.

The interest income that would have been recorded
during the nine months ended December 31, 2001 and
vear ended March 31, 2001 if all of the Bank’s non-
accrual loans at the end of such period had been cur-
rent in accordance with their terms during such peri-
ods was §1.0 million and $942,000, respectively.

A New York-chartered savings institution’s determi-
nation as to the classification of its assets and the
amount of its valuation allowances is subject to review

by the Federal Deposit Insurance Corporation
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(“FDIC”) and the New York State Banking Depart-
ment (“Department”), which can order the establish-
ment of additional general or specific loss allowances.
The FDIC, in conjunction with the other federal bank-
ing agencies, has adopted an interagency policy state-
ment on the allowance for loan and lease losses. The
policy statement provides guidance for financial institu-
tions on both the responsibilities of management for
the assessment and establishment of adequate al-
lowances and guidance for banking agency examiners
to use in determining the adequacy of general valua-
tion guidelines. Generally the policy statement recom-
mends that institutions have effective systems and
controls to identify, monitor and address asset quality
problems; that management has analyzed all significant
factors that affect the collectibility of the portfolio in a
reasonable manner, and that management has estab-
lished acceptable allowance evaluation processes that
meet the objectives set forth in the policy statement.
While the Company believes that it has established an
adequate allowance for possible loan losses, there can
be no assurance that the regulators, in reviewing the
Company’s loan portfolio, will not request the Com-
pany to materially adjust its allowance for possible loan
losses, thereby affecting the Company’s financial condi-
tion and results of operations at that time. Although
management believes that adequate specific and gen-
eral loan loss allowances have been established, further
adjustments to the allowances for loan losses may be-
cOme necessary.

Classified and Criticized Assets.
tions require that each insured institution classify its

Federal regula-

assets on a regular basis. Furthermore, in connection
with examinations of insured institutions, federal exam-
iners have authority to identify problem assets and, if
appropriate, classify them. There are three classifica-
tions for problem assets: “substandard,” “doubtful”
and “loss.” Substandard assets have one or more de-
fined weaknesses and are characterized by the distinct
possibility that the insured institution will sustain some
loss if the deficiencies are not corrected. Doubtful assets
have the same weaknesses of substandard assets with
the additional characteristic that the weaknesses make
collection or liquidation in full on the basis of currently
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ITEM 1. Business (continued)

existing facts, conditions and values questionable, re-
sulting in a high probability of loss. An asset classified
as loss is considered uncollectible and of such little
value that continuance as an asset of the institution is
not warranted. The Company also categorizes assets as
“special mention”. These are generally defined as as-
sets that have potential weaknesses that deserve man-
agement’s close attention. If left uncorrected, these
potential weaknesses may result in deterioration of the
repayment prospects for the asset. However, they do
not currently expose an insured institution to a sufh-
cient degree of risk to warrant classification as substan-
dard, doubtful or loss.

The Company’s senior management reviews and
classifies loans continually and reports the results of its
reviews to the Board of Directors on a monthly basis.
At December 31, 2001, the Company had classified an
aggregate of $93.9 million of assets (a portion of which
consisted of non-accrual loans). In addition, at such
date the Company had $54.6 million of assets that
were designated by the Company as special mention.
Included in assets deemed classified and special men-
tion were an aggregate of $13.0 million and $5.1 mil-
lion of loans, respectively, which were 90 days or more
past due maturity which continued to make payments
on a basis consistent with the original repayment
schedule.

Allowance for Loan Losses. The determination of
the adequacy of the allowance for loan losses and the
periodic provisions to the allowance charged to income
is the responsibility of management. The formalized
process for assessing the adequacy of the allowance for
loan losses is performed on a quarterly basis. Individual
loans are specifically identified by loan officers as meet-
ing the criteria of classified or criticized loans. Such
criteria include, but are not limited to, non-accrual
loans, past maturity loans, impaired loans, chronic de-
linquencies and loans requiring heightened manage-
ment oversight. Each loan is assigned to a risk level of
special mention, substandard, doubtful and loss. Loans
that do not meet the criteria of classified or criticized
are categorized as pass loans. Each risk level, including
pass loans, have an associated reserve ratio that in-
creases as the risk level category increases. The reserve
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ratio for pass loans differs based upon the loan and
collateral type. The reserve ratio is applied to the ag-
gregate balance of loans designated to each risk level to
compute the reserve requirement. This method of
analysis is performed on the entire loan portfolio.
Other factors used to support the balance of the allow-
ance for loan losses and its components include regula-
tory examinations and national and local economic
data associated with the real estate market in the Com-
pany’s market area.

The Company considers a loan impaired when,
based upon current information and events, it is proba-
ble that it will be unable to collect all amounts due for
both principal and interest, according to the contrac-
tual terms of the loan agreement. The measurement
value of the Company’s impaired loans is based on the
fair value of the underlying collateral. The Company
identifies and measures impaired loans in conjunction
with its assessment of the adequacy of the allowance for
loan losses. Specific factors used in the identification of
impaired loans include, but are not limited to, delin-
quency status, loan-to-value ratio, the condition of the
underlying collateral, credit history and debt coverage.

The Company’s allowance for loan losses amounted
to $78.2 million at December 31, 2001 as compared to
$71.7 million at March 31, 2001. The Company’s al-
lowance amounted to 1.33% of total loans at Decem-
ber 31, 2001 and 1.36% at March 31, 2001. The
allowance for loan losses as a percent of non-perform-
ing loans was 170.0% at December 31, 2001 compared
to 201.2% at March 31, 2001.

The Company’s allowance for loan losses increased
$6.5 million from March 31, 2001 to December 31,
2001 due to provisions totaling $7.9 million and
charge-offs, net of recoveries, of $1.4 million. The pro-
vision recorded reflected the Company’s increase in
non-accrual loans, the increase in classified loans, the
substantial increase in mortgage warehouse advances,
the continued emphasis on commercial mortgage and
business loan originations as well as the recognition of
the overall softening of the national economy and in
particular, the New York and New Jersey market. In-
cluded in the $7.9 million of provisions are adjustments
to the allowance for loan losses by loan category to
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ITEM 1. Business (continued)

reflect changes in the Company’s loan mix and risk
characteristics.

The Company will continue to monitor and modify
its allowance for possible loan losses as conditions dic-
tate. To date, the Company has not realized any direct
credit impairment as a result of the tragic events of
September 11, 2001 but continues to monitor its port-
folio closely. Although management believes that,
based on information currently available, the Com-

pany’s allowance for possible loan losses is sufficient to

cover losses inherent in its loan portfolio at this time, in
the future, management may adjust the level of its
allowance for loan losses as economic and other condi-
tions dictate. In addition, the FDIC and the Depart-
ment as an integral part of their examination process
periodically review the Company’s allowance for possi-
ble loan losses. Such agencies may require the Com-
pany to adjust the allowance based upon their
judgment.

The following table sets forth the activity in the Company’s allowance for loan losses during the periods

indicated.

Nine Months Ended

December 31,

Year Ended March 3},

(Dollars in Thousands) 2001 2001 2000 1999 1998
Allowance at beginning of period $71,716 $70,286 $46,823 $36,347 $27,024
Allowances of acquired institutions () — — 9,452 — —
Provision:

Mortgage loans 4,200 625 7,648 9,450 7,894

Commercial business and other loans @ 3,675 767 2,169 1,248 2,117

Total provisions 7,875 1,392 9,817 10,698 10,011
Charge-offs:

Mortgage loans 850 120 40 194 1,047

Commercial business and other loans @ 1,756 2,489 199 403 263

Total charge-offs 2,606 2,609 239 597 1,310
Recoveries:

Mortgage loans 83 1,071 1,020 241 415

Commercial business and other loans @ 1,171 1,576 3,413 134 207

Total recoveries 1,254 2,647 4,433 375 622
Net loans (charged-off)/recovered (1,352) 38 4,194 (222) (688)
Allowance at end of period $78,239 $71,716 $70,286 §46,823 $36,347
Net loans charged off to allowance for loan

losses 1.73% N/A N/A 0.47% 1.89%
Allowance for possible loan losses as a percent

of total loans 1.33% 1.36% 1.42% 1.34% 1.31%
Allowance for possible loan losses as a percent

of total non-performing loans @ 170.01% 201.18% 266.74% 119.72% 122.19%

(1) Reflects allowance for loan losses acquired in connection with the acquisitions of Broad and Statewide during fiscal 2000 of $6.7 million and $2.8

million, respectively.

{2) Includes commercial business loans, warehouse mortgage lines of credit, home equity loans and lines of credit, student loans, automobile loans and

secured and unsecured personal loans.

(3) Non-performing loans consist of (i) non-accrual loans, (i) loans 90 days or more past due as to interest or principal and (iii) other loans which have
been identified by the Company as presenting uncertainty with respect to the collectibility of interest and principal.
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ITEM 1. Business (continued)

The following table sets forth information concerning the allocation of the Company’s allowance for loan losses by

loan category at the dates indicated.

At December 31, At March 31,
2001 2001 2000 1999 1998
Amount of Amount of Amount of Amount of Amount of
(Dollars in Thousands) Allowance [Percent () Allowance Percent Allowance Percent Allowance Percent Allowance Percent
Mortgage loans $53,094 78.1% 856,769 84.9% $54,743 90.0% 840,128 96.5% $30,631 95.6%
Commercial
business loans 18,595 11.3 8,899 8.3 6,729 5.1 4,163 1.1 3,494 1.1
Warehouse
mortgage lines
of credit 4,349 7.6 2,600 39 — 1.0 — — — —
Other loans @ 2,201 3.0 3,448 2.9 8,814 3.9 2,532 2.4 2,222 3.3
Total $78,239 100.0%  $71,716 100.0% $70,286 100.0% $46,823 100.0% $36,347 100.0%

(1) Percent of loans in each category to total loans.

(2) Includes home equity loans and lines of credit, student loans, automobile loans and secured and unsecured personal loans.

Environmental Issues

The Company encounters certain environmental risks
i its lending activities. Under federal and state envi-
ronmental laws, lenders may become liable for costs of
cleaning up hazardous materials found on property
securing their loans. In addition, the existence of haz-
ardous materials may make it uneconomic for a lender
to foreclose on such properties. Although environmen-
tal risks are usually associated with loans secured by
commercial real estate, risks also may be substantial for
loans secured by residential real estate if environmental
contamination makes security property unsuitable for
use. This could also have a negative effect on nearby
property values. The Company attempts to control its
risk by requiring a Phase One environmental assess-
ment be completed as part of its underwriting review
for all non-residential mortgage applications.

The Company believes its procedures regarding the
assessment of environmental risk are adequate and the
Company is unaware of any environmental issues
which would subject it to any material liability at this
time. However, no assurance can be given that the
values of properties securing loans in the Company’s
portfolio will not be adversely affected by unforeseen
environmental risks.
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Investment Activities

Investment Policies. The investment policy of the
Company, which is established by the Board of Direc-
tors, is designed to help the Company achieve its fun-
damental asset/liability management objectives.
Generally, the policy calls for the Company to empha-
size principal preservation, liquidity, diversification,
short maturities and/or repricing terms, and a
favorable return on investment when selecting new in-
vestments for the Company’s investment and mort-
gage-related securities portfolios. In addition, the policy
sets forth objectives which are designed to limit new
investments to those which further the Company’s
goals with respect to interest rate risk management.
The Company’s current securities investment policy
permits investments in various types of liquid assets
including obligations of the U.S. Treasury and federal
agencies, investment-grade corporate and trust obliga-
tions, preferred securities, various types of mortgage-
related securities, including collateralized mortgage ob-
ligations (“CMOs”), commercial paper and insured
certificates of deposit. The Bank, as a New York-
chartered savings bank, is permitted to make certain
investments in equity securities and stock mutual funds.
At December 31, 2001, these equity investments to-
taled $51.4 million. See “Business-Regulation-Activi-
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ITEM 1. Business (continued)

ties and Investments of FDIC-Insured State-Chartered
Banks”.

The Company has recently received Board of Direc-
tor approval to enter into various derivative contracts
for hedging purposes to facilitate its ongoing as-
set/liability management process. The Company’s
hedging activities will be limited to interest rate swaps,
caps and floors with outstanding notional amounts not
to exceed 10% of total assets. The objective of any
hedging activities would be to reduce the Company’s
interest rate risk. Similarly, the Company does not in-
vest in mortgage-related securities which are deemed
by rating agencies to be “high risk,” or purchase bonds
which are not rated investment grade. At Decem-
ber 31, 2001, there were no derivative contracts
outstanding.
Mortgage-Related Securities. Mortgage-related se-
curities {which also are known as mortgage participa-
tion certificates or pass-through certificates) represent a
participation interest in a pool of single-family or multi-
family mortgages, the principal and interest payments
on which are passed from the mortgage originators,
through intermediaries (generally U.S. Government
agencies and government sponsored enterprises) that
pool and repackage the participation interests in the
form of securities, to investors such as the Company.
Such U.S. Government agencies and government
sponsored enterprises, which guarantee the payment of
principal and interest to investors, primarily include the
FHIMC, the FNMA and the Government National
Mortgage Association (“GNMA”). The Company pri-
marily invests in CMO private issuances, which are
principally AAA rated and are conservative current
pay sequentials or planned amortization class struc-
tures and CMOs backed by U.S. Government agency
securities.

Mortgage-related securities generally increase the
quality of the Company’s assets by virtue of the insur-
ance or guarantees that back them, are more liquid
than individual mortgage loans and may be used to
collateralize borrowings or other obligations of the
Company. However, the existence of the guarantees or
insurance generally results in such securities bearing
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yields which are less than the loans underlying such
securities.

The FHLMC is a publicly traded corporation
chartered by the U.S. Government. The FHLMC is-
sues participation certificates backed principally by
conventional mortgage loans. FHLMC guarantees the
timely payment of interest and the ultimate return of
principal on participation certificates. The FNMA is a
private corporation chartered by the U.S. Congress
with a mandate to establish a secondary market for
mortgage loans. The FNMA guarantees the timely
payment of principal and interest on FNMA securities.
The FHLMC and FNMA securities are not backed by
the full faith and credit of the United States, but be-
cause the FHLMC and the FNMA are U.S. Govern-
these
considered to be among the highest quality investments
with minimal credit risks. The GNMA is a government
agency within the Department of Housing and Urban
Development which is intended to help finance govern-

ment-sponsored enterprises, securities are

ment-assisted housing programs. GNMA securities are
backed by FHA-insured and VA-guaranteed loans, and
the timely payment of principal and interest on GNMA
securities are guaranteed by the GNMA and backed by
the full faith and credit of the U.S. Government. Be-
cause the FHLMC, the FNMA and the GNMA were
established to provide support for low-and middle-in-
come housing, there are limits to the maximum size of
1-4 family loans that qualify for these programs.

At December 31, 2001, the Company’s $902.2 mil-
lion of mortgage-related securities, which represented
11.8% of the Company’s total assets, were comprised
of $849.5 million of AAA rated and agency CMQs and
$52.7 million of mortgage-backed securities, which
were issued or guaranteed by the FHLMC, the FNMA
or the GNMA. The portfolio increased from
March 31, 2001 to December 31, 2001 by $181.6
million primarily due to purchases of $227.9 million of
AAA rated CMOs with a weighted average vield of
6.60% and $206.0 million of U.S. Government and
agency CMOs with a weighted average yield of 6.35%.
In addition, unrealized gains on mortgage-related secu-
rities increased by $9.6 million. Partially offsetting these
increases were approximately $221.4 million received
from normal paydowns and $40.2 million of CMO
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ITEM 1. Business (continued)

sales. The increase in unrealized gains is a direct result
of the recent decline in market rates of interest. The
underlying mortgages which support these securities
have yields that are higher than current mortgage rates
thereby increasing the fair value of the related
securities.

At December 31, 2001, the contractual maturity of
approximately 98.1% of the Company’s mortgage-re-
lated securities was in excess of ten years. The actual
maturity of a mortgage-related security is generally less
than its stated maturity due to repayments of the un-
derlying mortgages. Prepayments at a rate different
than that anticipated will affect the vield to maturity.
The yield is based upon the interest income and the
amortization of any premium or discount related to the
mortgage-backed security. In accordance with gener-
ally accepted accounting principles (“GAAP”), premi-
ums and discounts are amortized over the estimated
lives of the loans, which decrease and increase interest
income, respectively. The repayment assumptions used
to determine the amortization period for premiums
and discounts can significantly effect the yield of the
mortgage-related security, and these assumptions are
reviewed periodically to reflect actual prepaymen'ts. If
prepayments are faster than anticipated, the life of the
security may be shortened and may result in the accel-

eration of any unamortized premium. Although repay-
ments of underlying mortgages depend on many
factors, including the type of mortgages, the coupon
rate, the age of mortgages, the geographical location of
the underlying real estate collateralizing the mortgages
and general levels of market interest rates, the differ-
ence between the interest rates on the underlying mort-
gages and the prevailing mortgage interest rates
generally is the most significant determinant of the rate
of repayments. During periods of falling mortgage in-
terest rates, if the coupon rate of the underlying mort-
gages exceeds the prevailing market interest rates
offered for mortgage loans, refinancing generally in-
creases and accelerates the repayment of the underly-
ing mortgages and the related security. The Company
experienced this condition during the past nine months
as mortgage rates declined and repayments, prepay-
ments and maturities increased to $221.4 million for
the nine months ended December 31, 2001 compared
to $118.6 million for the year ended March 31, 2001.
Under this circumstance, the Company may be subject
to reinvestment risk because to the extent that the
Company’s mortgage-related securities amortize or re-
pay faster than anticipated, the Company may not be
able to reinvest the proceeds of such repayments and
prepayments at a comparable rate.

The following table sets forth the activity in the Company’s mortgage-related securities portfolio during the

periods indicated, all of which are available-for-sale.

Nine Months Ended Year Ended
December 31, March 31,
(In Thousands) 2001 2001 2000
Mortgage-related securities at beginning of period $ 720,549 $ 773,031 $1,189,833
Increase due to acquisitions — — 251,095
Purchases 433,944 25,751 —
Sales (40,248) (4,302) (491,326)
Repayments, prepayments and maturities (221,413) (118,595) (139,384)
Amortization of premiums (665) (348) {592)
Accretion of discounts 439 402 443
Unrealized gains (losses) on available-for-sale mortgage-related
securities 9,585 44,610 (37,038
Mortgage-related securities at end of period $ 902,191 $ 720,549 $ 773,031
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ITEM 1. Business (continued)

Investment Securities. The Company has the au-
thority to invest in various types of liquid assets, includ-
ing U.S. Treasury obligations, securities of various
federal agencies and of state and municipal govern-
ments, preferred securities, mutual funds, equity securi-
trust obligations. The
Company’s investment securities portfolio decreased
$75.4 million to $125.8 million at December 31, 2001

compared to $201.2 million at March 31, 2001. The

ties and corporate and

decrease was primarily the result of sales and maturities
of $226.4 million of preferred securities, at a weighted
average vyield of 3.44%, and sales/repayments of
$141.1 million of U.S. Government and agency securi-
ties. The decreases were partially offset by purchases of
$261.4 million of preferred securities and $25.3 million
of U.S. Government and agency securities, as well as a
$5.7 million increase in unrealized gains on the
portfolio.

The following table sets forth the activity in the Company’s investment securities portfolio, all of which are

available-for-sale during the periods indicated.

Nine Months Ended

December 31, Year Ended March 31,

(In Thousands) 2001 2001 2000

Investment securities at beginning of period $ 201,198 $212,768 $ 331,795
Increase due to acquisitions — — 112,781
Purchases 289,355 54,888 458,196
Sales (319,201) ® (67,814 {502,428)
Maturities and repayments (51,332) {11,028) (171,238)
Amortization of premium (47) (33) (206)
Accretion of discounts 136 509 344
Unrealized gains (losses) on available-for-sale investment securities 5,694 11,908 (16,676)
Investment securities at end of period $ 125,803 $201,198 $212,768

(1) The Company recognized a net gain of $2.8 million on the sale of investment securities during the nine months ended December 31, 2001.
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ITEM 1. Business (continued)

The following table sets forth information regarding the amortized cost and fair value of the Company’s
investment and mortgage-related securities at the dates indicated.

At March 31,
At December 31, 2001 2001 2000

Amortized Estimated Amortized Estimated Amortized Estimated
{In Thousands) Cost Fair Value Cost Fair Value Cost Fair Value

Available-for-sale:
Investment securities:
U.S. Government and federal agency obligations $ 27,617 $ 27,620 §145,837 §$140,152 § 153,930 $137,872

Municipal securities 4,904 5,017 2,772 2.837 3,615 3,489
Stocks:
Preferred 91,365 91,322 56,365 56,317 46,365 46,270
Common 953 1,844 953 1,892 25,497 25,137
Total investment securities 124,839 125,803 205,927 201,198 229,407 212,768
Mortgage-related securities:
FNMA 19,417 19,519 21,182 21,111 8,631 8,566
GNMA 21,170 22,387 26,711 27,588 35,385 35,638
FHLMC 10,694 10,776 12,705 12,705 7,807 7,784
CMOs 838,142 849,509 656,768 659,145 762,635 721,043
Total mortgage-related securities 889,423 902,191 717,366 720,549 814,458 773,031
Total securities available-for-sale $1,014,262 $1,027,994 $923,293 $921,747 $1,043,865 $985,799

The following table sets forth certain information regarding the maturities of the Company’s investment and
mortgage-related securities at December 31, 2001, all of which were classified as available-for-sale.

At December 31, 2001, Contractually Maturing

Weighted Weighted Weighted Weighted
Under 1 Average 1-5  Average 6-10  Average Over 10 Average
(Dollars in Thousands) Year Yield Years Yield Years Yield Years Yield Total
Investment securities:
U.S. Government
and federal agency
obligations $2,657 4.17% $8 — —% $24,963  4.99% $ — —% $ 27,620
Municipal securities 3,051 3.22 — — 1,966  7.06 — — 5,017
Mortgage-related
securities:
FNMA — — 410 8.32 114 7.62 18,995 6.17 19,519
GNMA 32 3.24 1,304 8.05 3,810 8.71 17,241 7.57 22,387
FHLMC 2 5.57 1,153 5.25 413 7.77 9,208 6.10 10,776
CMOs — — — — 9,718 6.19 839,791 6.46 849,509
Total $5,742 3.66% $2,867 6.96% $40,984¢  5.75% $885,235 6.47% $934,828
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ITEM 1. Business (continued)

Sources of Funds
General. Deposits are the primary source of the
Company’s funds for lending and other investment
purposes. In addition to deposits, the Company derives
funds from loan principal and interest payments, matu-
rities and sales of securities, interest on securities, ad-
FHILB of New York and other
borrowings. Loan payments are a relatively stable
source of funds, while deposit inflows and outflows are

vances from the

influenced by general interest rates and money market
conditions. Borrowings may be used on a short-term
basis to compensate for reductions in the availability of
funds from other sources. They may also be used on a
longer term basis for general business purposes.

Deposits.
to attract both consumer and business prospects. Our

The Company’s product line is structured

current product line includes negotiable order of with-
drawal (“NOW”) accounts (including the ‘“Active
Management” NOW account), money market ac-
counts, non-interest-bearing checking accounts, pass-
book and statement savings accounts, New Jersey
municipal deposits, Interest on Lawyers Trust Accounts
(“IOLTA”) and Interest
(“IOLA™) and term certificate accounts.

The Company’s deposits are obtained primarily
from the areas in which its branch offices are located;

on Lawyers Accounts

management estimates that only a minimal amount of
the Company’s deposits are obtained from customers
residing elsewhere. The Company does not pay fees to
brokers to solicit funds for deposit nor does'the Com-
pany actively solicit negotiable-rate certificates of de-
posit with balances of $100,000 or more.

The Company attracts deposits through a network of
convenient office locations offering a variety of ac-
counts and services, competitive interest rates and con-
venient customer hours. The Company’s branch
network consists of 69 traditional full-service offices.
During the nine months ended December 31, 2001 the
Company opened two de novo branches located in
Wal-Mart stores in New Jersey. The Company cur-
rently expects to expand its branch network through
the opening of approximately twelve additional branch
offices over the next twelve to eighteen months. The
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Company has already received regulatory approval to
open an additional branch office in Staten Island.

In addition to its branch network, the Company
currently maintains 89 ATMs in or at its branch offices
and 16 ATMs at remote sites. The Company currently
plans to install nine additional ATMs in its offices and
four ATMs at remote sites by the end of calendar 2002.

Supplementing the Company’s branch and ATM
network, are its call center, the Interactive Voice Re-
sponse unit and its Internet banking services. On a
monthly basis, the Company’s call center responds and
processes over 25,000 customer transactional requests
and informational inquiries. The call center also pro-
vides account-opening services and can accept loan
applications related to the Company’s consumer loan
product line. The Interactive Voice Response unit pro-
automated touch-tone information to over
190,000 telephoned inquiries per month. The Com-
pany’s Internet banking site currently has approxi-
mately 23,000 users and provides a wide range of
product and account information to both existing and
new customers. Services on this site are being ex-

vides

pahded to include, among other things, account-open-
ing capabilities and other products and services.

Deposit accounts offered by the Company vary ac-
cording to the minimum balance required, the time
periods the funds must remain on deposit and the
interest rate, among other factors. The Company is not
limited with respect to the rates it may offer on deposit
accounts. In determining the characteristics of its de-
posit accounts, consideration is given to the profitabil-
ity to the Company, matching terms of the deposits
with loan products, the attractiveness to customers and
the rates offered by the Company’s competitors.

The Company’s focus on customer service has facili-
tated its growth and retention of lower-costing NOW
accounts, money market accounts, non-interest bearing
checking accounts and savings accounts, which gener-
ally bear rates substantially less than certificates of de-
posit. At December 31, 2001, these types of deposits
amounted to $2.94 billion or 61.3% of the Company’s
total deposits. During the twelve months ended De-
cember 31, 2001 the weighted average rate paid on the
Company’s deposits, excluding certificates of deposit
was 1.74%, as compared to a weighted average rate of
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ITEM 1. Business (continued)

5.02% paid on the Company’s certificates of deposit
during this period. At December 31, 2001 approxi-
mately 88.6% of the Company’s certificate of deposit
portfolio was scheduled to mature within one year,
reflecting customer preference to maintain their depos-
its with relatively short terms during the current eco-
nomic environment.

The following table sets forth the activity in the Company’s deposits during the periods indicated.

The Company’s deposits increased $128.7 million or
2.8% to $4.79 billion at December 31, 2001 from
$4.67 billion at March 31, 2001 primarily as a result of
deposit inflows of $19.3 million combined with interest
credited of $109.4 million. For further information re-
garding the Company’s deposit liabilities see Note 9 of
the “Notes to Consolidated Financial Statements” set
forth in Item 8 hereof.

Nine Months Ended

December 31, Year Ended March 31,

(In Thousands) 2001 2001 2000

Deposits at beginning of period $4,666,057 $4,412,032  $3,447,364
Increase due to acquisitions — — 1,028,476
Other net increase (decrease) before interest credited 19,293 85,797 (202,577)
Interest credited 109,425 168,228 138,769
Net increase in deposits 128,718 254,025 964,668
Deposits at end of period $4,794,775 $4,666,057  $4,412,032

The following table sets forth by various interest rate categories the certificates of deposit with the Company at

the dates indicated.

At December 31, At March 31,

(In Thousands) 2001 2001 2000
2.00% to 2.99% $ 681,806 % 19209 § 21,701
3.00% to 3.99% 643,879 11,734 12,673
4.00% to 4.99% 209,596 350,878 856,700
5.00% to 5.99% 248,040 1,217,202 977,142
65.00% to 6.99% 66,192 667,385 219,938
7.00% to 8.99% 4,034 9,868 13,021

$1,853,637 $2,276,276  $2,101,175
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ITEM 1. Business (continued)

The following table sets forth the amount and remaining maturities of the Company’s certificates of deposit at

December 31, 2001.

Over Over Over
Six Six Months One Year Two Years Over
Months Through Through Through Three
(In Thousands) Or Less One Year Two Years Three Years Years Total
2.00% to 2.99% $ 474,801 $181,027 $14,877 $ 1,597 $ 9,594 § 681,896
3.00% to 3.99% 457,649 160,776 13,825 8,345 3,284 643,879
4.00% to 4.99% 120,252 30,109 11,350 33,442 14,443 209,596
5.00% to 5.99% 121,785 45,072 45,762 11,102 24,319 248,040
6.00% to 6.99% 43,178 4,732 1,809 20 16,453 66,192
7.00% to 8.99% 2,914 35 352 439 294 4,034
Total $1,220,579 $421,751 $87,975 $54,945 $68,387 $1,853,637

As of December 31, 2001, the aggregate amount of
outstanding time certificates of deposit in amounts
greater than or equal to $100,000 was approximately
$327.6 million. The following table presents the matur-
ity of these time certificates of deposit at such date.

(In Thousands) Amount
3 months or less $121,255
Over 3 months through 6 months 88,094
Over 6 months through 12 months 82,172
Over 12 months 36,101

$327,622

Borrowings.
from the FHLB based upon the security of the com-
mon stock it owns in that bank and certain of its resi-
dential mortgage loans, provided certain standards
related to creditworthiness have been met. Such ad-

The Company may obtain advances

vances are made pursuant to several credit programs,
each of which has its own interest rate and range of
maturities. Such advances are generally available to
meet seasonal and other withdrawals of deposit ac-
counts, to fund increased lending or for investment
purchases. The Company, at December 31, 2001, had
$1.00 billion of FHLB advances outstanding with ma-
turities of ten years or less with the majority having a
maturity of less than five years. During the nine
months ended December 31, 2001, the Company took
advantage of favorable rates by locking in longer term
borrowings of five to ten years, although the FHLB has
the right to call these advances beginning in the third
year, at a weighted average interest rate of 4.62%.
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Another funding source available to the Company is
repurchase agreements with the FHLB. These repur-
chase agreements are generally collateralized by
CMO:s or U.S. Government and agency securities held
by the Company. At December 31, 2001, the Com-
pany had $655.0 million of FHLB repurchase agree-
ments outstanding with maturities ranging between
one vear and ten years with the majority having a
maturity of between five and ten vears. Borrowings
outstanding at December 31, 2001 also included $24.0
million of FHLB overnight deposits and a $0.1 million
mortgage extended to the Company in connection
with the purchase of one of its branch offices. For
further discussion see “Management’s Discussion and
Analysis of Financial Condition and Results of Opera-
tion—Business Strategy—Controlled Growth” in
Item 7 hereof and Note 10 of the “Notes to Consoli-
dated Financial Statements™ set forth in Item 8 hereof.

Employees

The Company had 1,145 full-time employees and 228
part-time employees at December 31, 2001. None of
these employees are represented by a collective bar-
gaining agreement or agent and the Company consid-
ers its relationship with its employees to be good.

Subsidiaries

At December 31, 2001, the Holding Company’s three
active subsidiaries were the Bank, Mitchamm Corp.
(“Mitchamm”) and BNB Capital Trust (the “Issuer
Trust™).

27




28

ITEM 1. Business (continued)

Mitchamm Corp. Mitchamm was established in
September 1997 primarily to operate Mail Boxes Etc.
(“MBE”) franchises, which provides mail services,
packaging and shipping services primarily to individu-
als and small businesses. Mitchamm 1s the area fran-
chisee for MBE in Brooklyn, Queens and Staten Island
and currently operates one facility.

BNB Capital Trust. The Issuer Trust (assumed by
the Holding Company as part of the acquisition of
Broad) is a statutory business trust formed under Dela-
ware law in June 1997. As a result of the Broad acquisi-
tion, the Issuer Trust is wholly owned by the Holding
Company. The Holding Company, as holder of all of
the beneficial interests represented by the common se-
curities of the Issuer Trust {the “Common Securities™),
selected two employees of the Holding Company to
serve as administrators. The Issuer Trust’s business and
affairs are conducted by its Property Trustee, the Dela-
ware Trustee and the two administrators. The Issuer
Trust was created to issue and sell the 9.5% Cumula-
tive Trust Preferred Securities (the “Trust Preferred
Securities”) and the Common Securities, and use the
proceeds of such sales to acquire the 9.5% Junior Sub-
ordinated Debentures (the “Junibr Subordinated De-
bentures”) issued by Broad. The Junior Subordinated
Debentures are the sole asset of the Issuer Trust and
payments under the Junior Subordinated Debentures
are the sole revenue of the Issuer Trust. The Holding
Company has entered into several contractual arrange-
ments for the purpose of fully and unconditionally
guaranteeing the Trust Preferred Securities pursuant to
the terms of such agreements. The Issuer Trust has a
term of 31 years, but may terminate earlier as provided
in the Trust Agreement., See “Management’s Discus-
sion and Analysis of Financial Condition and Results of
Operations” in Item 7 hereof and “Financial State-
ments and Supplementary Data™ set forth in Item 8
hereof for additional information.

The following are the subsidiaries of the Bank:

Independence Comumunity Investment Corp.
(“ICIC*). ICIC was established in December 1998

as the Delaware-chartered holding company for Inde-
pendence Community Realty Corp. (“ICRC”) and the
Renaissance Asset Corporation (“RAC”). On Decem-
ber 18, 1998 the Bank transferred 1,000 shares of
ICRC’s common stock, par value $.01 per share, and
9,889 shares of junior preferred stock, stated value
$1,000 per share, to ICIC in return for all 1,000 shares
of ICIC’s common stock, par value §.01 per share.

Independence Community Realty Corp. ICRC
was established in September 1996 as a real estate
mvestment trust. On October 1, 1996, the Bank trans-
ferred to ICRC real estate loans with a fair market
value of approximately $834.0 million in return for all
1,000 shares of ICRC’s common stock and all 10,000
shares of ICRC’s 8% junior preferred stock. In Janu-
ary 1997, 111 officers and employees of the Bank each
received one share of 8% junior preferred stock with a
stated value of §1,000 per share of ICRC. At Decem-
ber 31, 2001, ICRC held $1.32 billion of loans and
$133.6 million of short-term investments.

Renaissance Asset Corporation. RAC, which was
acquired from Broad, was established by Broad Na-
tional Bank (“Broad National”} in November 1997 as a
New Jersey real estate mvestment trust. At Decem-
ber 31, 2001, RAC held $116.6 million of loans and
$65.0 million of short-term investments.

Independence Community Insurance Agency,
Ine. (“ICIA”). ICIA was established in 1984, ICIA
was formed as a licensed life insurance agency to sell
the products of the new mutual insurance company
formed by the Savings Bank Life Insurance Depart-
ment of New York.

Wiljo Development Corp. (“Wiljo™). 'The assets of
Wiljo consist primarily of the office space in the build-
ing in which the Company’s executive offices are lo-
cated and 1its limited partnership interest in the
partnership which owns the remaining portion of the
building. At December 31, 2001, Wiljo had total assets
of $6.4 million and the Company’s equity mvestment
in Wiljo amounted to $5.1 million.
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ITEM 1. Business (continued)

Broad National Realty Corp. (“BNRC”). BNRC
was established by Broad National in July 1987. The
assets of BNRC consist primarily of an office building
located at 909 Broad Street, Newark New Jersey.
BNRC is also the holding company for BNB Horizons
Inc. (“Horizon”). BNRC had total assets of $3.1 mil-
lion at December 31, 2001,

Broad Horizons Inc. Horizon was established by
Broad National in May 1998 to manage vacant land
located at 901 Broad Strect, Newark New Jersey. Hori-
zon’s assets totaled $259,000 at December 31, 2001.

BNEB Investment Corp. (“Investment Corp”).
Investment Corp. was established by Broad National in
February 1987 to hold various investment securities.
Investment Corp. had total assets of $61.8 million at
December 31, 2001.

Bronatoreo, Inc. (“Bronatorec”). Bronatorco was
established by Broad National in August 1992 to main-
tain parking lots located behind 905 Broad Street,
Newark New Jersey. Bronatoreo had total assets of $2.0
million at December 31, 2001.

Statewide Financial Services (“SFS”). SFS was
established by Statewide Savings Bank, S.L.A. (“State-
wide Bank”) in July 1985 to sell annuity products. SFS
is currently inactive with no assets.

REGULATION

Set forth below is a brief description of certain laws and
regulations which are applicable to the Company and
the Bank. The description of the laws and regulations
hereunder, as well as descriptions of laws and regula-
tions contained elsewhere herein, does not purport to
be complete and is qualified in its entirety by reference
to applicable laws and regulations.

The Holding Company

General. Upon consummation of the Conversion,
the Holding Company became subject to regulation as

a savings and loan holding company under the Home
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Owners’ Loan Act, as amended (“HOLA”), instead of
being subject to regulation as a bank holding company
under the Bank Holding Company Act of 1956 be-
cause the Bank made an election under Section 10(]) of
HOLA to be treated as a ‘“‘savings association” for
purposes of Section 10(e) of HOLA. As a result, the
Holding Company was required to register with the
Office of Thrift Supervision (“OTS”) and is subject to
OTS regulations, examinations, supervision and re-
porting requirements relating to savings and loan hold-
ing companies. The Holding Company is also required
to file certain reports with, and otherwise comply with
the rules and regulations of, the Department and the
Securities and Exchange Commission (“SEC”). As a
subsidiary of a savings and loan holding company, the
Bank is subject to certain restrictions in its dealings
with the Holding Company and affiliates thereof.

Activities Restrictions. The Holding Company op-
erates as a unitary savings and loan holding company.
Generally, there are only limited restrictions on the
activities of a unitary savings and loan holding com-
pany which applied to become or was a unitary savings
and loan holding company prior to May 4, 1999 and
its non-savings institution subsidiaries. Under the
Gramm-Leach-Bliley Act of 1999 (the “GLBA”), com-
panies which applied to the OTS to become unitary
savings and loan holding companies after May 4, 1999
will be restricted to engaging in those activities tradi-
tionally permitted to multiple savings and loan holding
companies. If the Director of the OTS determines that
there is reasonable cause to believe that the continua-
tion by a savings and loan holding company of an
activity constitutes a serious risk to the financial safety,
soundness or stability of its subsidiary savings institu-
tion, the Director may impose such restrictions as
deemed necessary to address such risk, including limit-
ing (i) payment of dividends by the savings institution;
(i) transactions between the savings institution and its
affiliates; and (iii) any activities of the savings institution
that might create a serious risk that the liabilities of the
holding company and its affiliates may be imposed on
the savings institution. Notwithstanding the above rules
as to permissible business activities of grandfathered
unitary savings and loan holding companies under the
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GLBA, if the savings institution subsidiary of such a
holding company fails to meet the Qualified Thrift
Lender (“QTL”) test, as discussed under “—Qualified
Thrift Lender Test,” then such unitary holding com-
pany also shall become subject to the activities restric-
tions applicable to multiple savings and loan holding
companies and, unless the savings institution requalifies
as a QTL within one year thereafter, shall register as,
and become subject to the restrictions applicable to, a
bank holding company. See ‘“—Qualified Thrift
Lender Test.”

The GLBA also imposed new financial privacy obli-
gations and reporting requirements on all financial in-
stitutions. The privacy regulations require, among
other things, that financial institutions establish privacy
policies and disclose such policies to its customers at
the commencement of a customer relationship and an-
nually thereafter. In addition, financial institutions are
required to permit customers to opt out of the financial
institution’s disclosure of the customer’s financial infor-
mation to non-affiliated third parties. Such regulations
become mandatory as of July 1, 2001.

If the Holding Company were to acquire control of
another savings institution, other than through merger
or other business combination with the Bank, the
Holding Company would thereupon become a multi-
ple savings and loan holding company. Except where
such acquisition is pursuant to the authority to approve
emergency thrift acquisitions and where each subsidi-
ary savings institution meets the QTL test, as set forth
below, the activities of the Holding Company and any
of its subsidiaries {other than the Bank or other subsidi-
ary savings institutions) would thereafter be subject to
further restrictions. Among other things, no multiple
savings and loan holding company or subsidiary
thereof which 1s not a savings institution shall com-
mence or continue for a limited period of time after
becoming a multiple savings and loan holding com-
pany or subsidiary thereof any business activity other
than: (i) furnishing or performing management services
for a subsidiary savings institution; (ii) conducting an
insurance agency or escrow business; (i) holding, man-
aging, or liquidating assets owned by or acquired from
a subsidiary savings institution; (iv} holding or manag-
ing properties used or occupied by a subsidiary savings

Institution; (v) acting as trustee under deeds of trust;
{(vi) those activities authorized by regulation as of
March 5, 1987 to be engaged in by multiple savings
and loan holding companies; or (vii) unless the Director
of the OTS by regulation prohibits or limits such activi-
ties for savings and loan holding companies, those ac-
tivities authorized by the Federal Reserve Board as
permissible for bank holding companies. Those activi-
ties described in clause (vii) above also must be ap-
proved by the Director of the OTS prior to being
engaged in by a multiple savings and loan holding
company.

Qualified Thrift Lender Test. Under Section 2303
of the Economic Growth and Regulatory Paperwork
Reduction Act of 1996, a savings association can com-
ply with the QTL test by either meeting the QTL test
set forth in the HOLA and implementing regulations
or qualifying as a domestic building and loan associa-
tion as defined in Section 7701(a)(19) of the Internal
Revenue Code of 1986, as amended (the “Code”). A
savings bank subsidiary of a savings and loan holding
company that does not comply with the QTL test must
comply with the following restrictions on its operations:
(i) the institution may not engage in any new activity or
make any new investment, directly or indirectly, unless
such activity or investment is permissible for a national
bank; (ii) the branching powers of the institution shall
be restricted to those of a national bank; and
{iif} payment of dividends by the institution shall be
subject to the rules regarding payment of dividends by
a national bank. Upon the expiration of three years
from the date the savings institution ceases to meet the
QTL test, it must cease any activity and not retain any
investment not permissible for a national bank (subject
to safety and soundness considerations).

The QTL test set forth in the HOLA requires that
qualified thrift investments (“QTIs”) represent 65% of
portfolio assets of the savings institution and its consoli-
dated subsidiaries. Portfolio assets are defined as total
assets Jess intangibles, property used by a savings asso-
ciation in its business and liquidity investments in an
amount not exceeding 20% of assets. Generally, QT1s
1996
amendments allow small business loans, credit card

are residential housing related assets. The
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loans, student loans and loans for personal, family and
household purpose to be included without limitation as
qualified investments. At December 31, 2001, approxi-
mately 87.4% of the Bank’s assets were invested in
QTIs, which was in excess of the percentage required
to qualify the Bank under the QTL test in effect at that
time.

Limitations on Transactions with Affiliates.
Transactions between savings institutions and any affili-
ate are governed by Sections 23A and 23B of the
Federal Reserve Act. An affiliate of a savings institution
is any company or entity which controls, is controlled
by or is under common control with the savings institu-
tion. In a holding company context, the parent holding
company of a savings institution (such as the Company)
and any companies which are controlled by such par-
ent holding company are affiliates of the savings institu-
tion. Generally, Sections 23A and 23B (1) limit the
extent to which the savings institution or its subsidiaries
may engage in “covered transactions” with any one
affliate to an amount equal to 10% of such institution’s
capital stock and surplus, and contain an aggregate
limit on all such transactions with all affiliates to an
amount equal to 20% of such capital stock and surplus
and (ii) require that all such transactions be on terms
substantially the same, or at least as favorable, to the
Institution or subsidiary as those provided to a non-
athliate. The term “covered transaction” includes the
making of loans, purchase of assets, issuance of a guar-
antee and other similar transactions.

In addition, Sections 22(g) and (h} of the Federal
Reserve Act place restrictions on loans to executive
officers, directors and principal stockholders. Under
Section 22(h), loans to a director, an executive officer
and to a greater than 10% stockholder of a savings
institution, and certain affiliated interests of either, may
not exceed, together with all other outstanding loans to
such person and affiliated interests, the savings institu-
tion’s loans to one borrower limit (generally equal to
15% of the institution’s unimpaired capital and sur-
plus). Section 22(h) also requires that loans to directors,
executive officers and principal stockholders be made
on terms substantially the same as offered in compara-
ble transactions to other persons unless the loans are
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made pursuant to a benefit or compensation program
that (i) is widely available to employees of the institu-
tion and (i) does not give preference to any director,
executive officer or principal stockholder, or certain
affiliated interests of either, over other employees of the
savings institution. Section 22(h) also requires prior
board approval for certain loans. In addidon, the ag-
gregate amount of extensions of credit by a savings
institution to all insiders cannot exceed the institution’s
unimpaired capital and surplus. Furthermore, Sec-
tion 22(g) places additional restrictions on loans to ex-
ecutive officers. At December 31, 2001, the Bank was
in compliance with the above restrictions.
Restrictions on Acquisitions. Except under lim-
ited circumstances, savings and loan holding compa-
nies are prohibited from acquiring, without prior
approval of the Director of the OTS, (i) control of any
other savings institution or savings and loan holding
company or substandally all the assets thereof or
(i) more than 5% of the voting shares of a savings
institution or holding company thereof which is not a
subsidiary. Except with the prior approval of the Direc-
tor, no director or officer of a savings and loan holding
company or person owning or controlling by proxy or
otherwise more than 25% of such company’s stock,
may acquire control of any savings institution, other
than a subsidiary savings institution, or of any other
savings and loan holding company.

The Director of the OTS may only approve acquisi-
tions resulting in the formation of a muldple savings
and loan holding company which controls savings insti-
tutions in more than one state if (i) the muiltiple savings
and loan holding company involved controls a savings
institution which operated a home or branch office
located in the state of the institution to be acquired as
of March 5, 1987; (ii) the acquiror is authorized to
acquire control of the savings institution pursuant to
the emergency acquisition provisions of the Federal
Deposit Insurance Act (“FDIA”); or (1) the statutes of
the state in which the institution to be acquired is
located specifically permit institutions to be acquired
by the state-chartered institutions or savings and loan
holding companies located in the state where the ac-
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quiring entity is located (or by a holding company that
controls such state-chartered savings institutions).

Federal Securities Laws.
common stock is registered with the SEC under Sec-
tion 12(g) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). The Holding Com-
pany is subject to the proxy and tender offer rules,

The Holding Company’s

insider trading reporting requirements and restrictions,
and certain other requirements under the Exchange
Act.

The Bank
General. The Bank is subject to extensive regulation
and examination by the Department, as its chartering
authority, and by the FDIC, as the insurer of its depos-
its, and 1s subject to certain requirements established by
the OTS as a result of the Holding Company’s savings
and loan holding company status. The federal and
state laws and regulations which are applicable to
banks regulate, among other things, the scope of their
business, their mvestments, their reserves against de-
posits, the timing of the availability of deposited funds
and the nature and amount of and collateral for certain
loans. The Bank must file reports with the Department
and the FDIC concerning its activities and financial
condition, in addition to obtaining regulatory approvals
prior to entering into certain transactions such as es-
tablishing branches and mergers with, or acquisitions
of, other depository institutions. There are periodic
examinations by the Department and the FDIC to test
the Bank’s compliance with various regulatory require-
ments. This regulation and supervision establishes a
comprehensive framework of activities in which an in-
stitution can engage and is intended primarily for the
protection of the insurance fund and depositors. The
regulatory structure also gives the regulatory authori-
ties extensive discretion in connection with their super-
visory and enforcement activities and examination
policies, including policies with respect to the classifica-
tion of assets and the establishment of adequate loan
loss reserves for regulatory purposes. Any change in
such regulation, whether by the Department, the FDIC

or as a result of the enactment of legislation, could have

a material adverse impact on the Company, the Bank
and their operations.

Capital Requirements. The FDIC has promul-
gated regulations and adopted a statement of policy
regarding the capital adequacy of state-chartered banks
which, like the Bank, will not be members of the Fed-
eral Reserve System.

The FDIC’s capital regulations establish a minimum
3.0% Tier 1 leverage capital requirement for the most
highly-rated state-chartered, non-member banks, with
an additional cushion of at least 100 to 200 basis points
for all other state-chartered, non-member banks, which
effectively increases the minimum Tier 1 leverage ratio
for such other banks to 4.0% to 5.0% or more. Under
the FDIC’s regulation, the highest-rated banks are
those that the FDIC determines are not anticipating or
experiencing significant growth and have well diversi-
fied risk, including no undue interest rate risk exposure,
excellent asset quality, high liquidity, good carnings
and, in general, which are considered a strong banking
organization and are rated composite 1 under the Uni-
form Financial Institutions Rating System. Leverage or
core capital is defined as the sum of common stock-
holders’ equity
noncumulative perpetual preferred stock and related
surplus, and minority interests in consolidated subsidi-
aries, minus all intangible assets other than certain

(including retained earnings),

qualifying supervisory goodwill and certain mortgage
servicing rights.

The FDIC also requires that savings banks meet a
risk-based capital standard. The risk-based capital stan-
dard for savings banks requires the maintenance of
total capital (which is defined as Tier 1 capital and
supplementary (Tier 2) capital) to risk-weighted assets
of 8%. In determining the amount of risk-weighted
assets, all assets, plus certain off-balance sheet assets,
are multiplied by a risk-weight of 0% to 100%, based
on the risks the FDIC believes are inherent in the type
of asset or item. The components of Tier 1 capital are
equivalent to those discussed above under the 3% lev-
erage capital standard. The components of supplemen-
tary capital include certain perpetual preferred stock,
certain mandatory convertible securities, certain subor-
dinated debt and intermediate preferred stock and gen-
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eral allowances for loan and lease losses. Allowance for
loan and lease losses includable in supplementary capi-
tal is limited to a maximum of 1.25% of risk-weighted
assets. Overall, the amount of capital counted toward
supplementary capital cannot exceed 100% of core
capital. At December 31, 2001, the Bank exceeded
each of its capital requirements. See Note 17 of the
“Notes to Consolidated Financial Statements™ set forth
in Item 8 hereof.

In August 1995, the ¥DIC, along with the other
federal banking agencies, adopted a regulation provid-
ing that the agencies will take account of the exposure
of a bank’s capital and economic value to changes in
interest rate risk in assessing a bank’s capital adequacy.
According to the agencies, applicable considerations
include the quality of the bank’s interest rate risk man-
agement process, the overall financial condition of the
bank and the level of other risks at the bank for which
capital is needed. Institutions with significant interest
rate risk may be required to hold additional capital.
The agencies issued a joint policy statement providing
guidance on interest rate risk management, including a
discussion of the critical factors affecting the agencies’
evaluation of interest rate risk in connection with capi-
tal adequacy. However, the agencies have determined
not to proceed with the previously issued proposal to
develop a supervisory framework for measuring interest
rate risk and an explicit capital component for interest
rate risk.

Activities and Investments of New York-
Chartered Savings Banks. The Bank derives its
lending, investment and other authority primarily from
the applicable provisions of New York Banking Law
and the regulations of the Department, as limited by
FDIC regulations and other federal laws and regula-
tions. See “—Activities and Investments of FDIC In-
sured State—Chartered Banks.” These New York laws
and regulations authorize savings banks, including the
Bank, to invest in real estate mortgages, consumer and
commercial loans, certain types of debt securities, in-
cluding certain corporate debt securities and obliga-
tions of federal, state and local governments and
agencies, certain types of corporate equity securities
and certain other assets. Under the statutory authority
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for investing in equity securities, a savings bank may
directly invest up to 7.5% of its assets in certain corpo-
rate stock and may also invest up to 7.5% of its assets in
certain mutual fund securities. Investment in stock of a
single corporation is limited to the lesser of 2% of the
outstanding stock of such corporation or 1% of the
savings bank’s assets, except as set forth below. Such
equity securities must meet certain tests of financial
performance. A savings bank’s lending powers are not
subject to percentage of asset limitations, although
there are limits applicable to single borrowers. A sav-
ings bank may also, pursuant to the “leeway” author-
ity, make investments not otherwise permitted under
the New York Banking Law. This authority permits
investments in otherwise impermissible investments of
up to 1% of the savings bank’s assets in any single
investment, subject to certain restrictions and to an
aggregate limit for all such investments of up to 5% of
assets. Additionally, in lieu of investing in such securi-
ties in accordance with the reliance upon the specific
investment authority set forth in the New York Banking
Law, savings banks are authorized to elect to invest
under a “prudent person” standard in a wider range of
debt and equity securities as compared to the types of
investments permissible under such specific investment
authority. However, in the event a savings bank elects
to utilize the “prudent person” standard, it will be
unable to avail itself of the other provisions of the New
York Banking Law and regulations which set forth spe-
cific investment authority. A New York-chartered stock
savings bank may also exercise trust powers upon ap-
proval of the Department.

Under recently enacted legislation, the Department
has been granted the authority to maintain the power
of state-chartered banks reciprocal with those of a na-
tional bank.

New York-chartered savings banks may also invest in
subsidiaries under their service corporation investment
power. A savings bank may use this power to invest in
corporations that engage in various activities autho-
rized for savings banks, plus any additional activities
which may be authorized by the Department. Invest-
ment by a savings bank in the stock, capital notes and
debentures of its service corporations is limited to 3%
of the savings bank’s assets, and such investments, to-
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gether with the savings bank’s loans to its service cor-
porations, may not exceed 10% of the savings bank’s
assets,

With certain hmited exceptions, a New York-
chartered savings bank may not make loans or extend
credit for commercial, corporate or business purposes
(including lease financing) to a single borrower, the
aggregate amount of which would be in excess of 15%
of the bank’s net worth, The Bank currently complies
with all applicable loans-to-one-borrower limitations.

Activities and Investments of FDIC-Insured State-
Chartered Barnks. The activities and equity invest-
ments of FDIC-insured, state-chartered banks are gen-
erally limited to those that are permissible for national
banks. Under regulations dealing with equity invest-
ments, an insured state bank generally may not directly
or indirectly acquire or retain any equity investment of
a type, or in an amount, that is not permissible for a
national bank. An insured state bank is not prohibited
from, among other things, (i) acquiring or retaining a
majority interest in a subsidiary, (i) investing as a lim-
ited partner in a partnership the sole purpose of which
is direct or indirect investment in the acquisition, reha-
bilitation or new construction of a qualified housing
project, provided that such limited partnership invest-
ments may not exceed 2% of the bank’s total assets,
(iif) acquiring up to 10% of the voting stock of a com-
pany that solely provides or reinsures directors’, trust-
ees’ and officers’ liability insurance coverage or
bankers’ blanket bond group insurance coverage for
insured depository institutions, and (iv) acquiring or
retaining the voting shares of a depository institution if
certain requirements are met. In addition, an FDIC-
insured state-chartered bank may not directly, or indi-
rectly through a subsidiary, engage as “principal” in
any activity that is not permissible for a national bank
unless the FDIC has determined that such activities
would pose no risk to the insurance fund of which itis a
member and the bank is in compliance with applicable
regulatory capital requirements.

Also excluded from the foregoing proscription is the
investment by a state-chartered, FDIC-insured bank in
common and preferred stock listed on a national secu-
rities exchange and in shares of an investment com-

pany registered under the Investment Company Act of
1940. In order to qualify for the exception, a state-
chartered FDIC-insured bank must (i) have held such
types of investments during the 14-month period from
September 30, 1990 through November 26, 1991,
(ii) be chartered in a state that authorized such nvest-
ments as of September 30, 1991 and (iii) file a one-time
notice with the FDIC in the required form and receive
FDIC approval of such notice. In addition, the total
investment permitted under the exception may not ex-
ceed 100% of the bank’s tier one capital as calculated
under FDIC regulations. The Bank received FDIC ap-
proval of its notice to engage in this investment activity
on February 26, 1993. As of December 31, 2001, the
book value of the Bank’s investments under this excep-
tion was $51.4 million, which equaled 8.16% of its
Tier I capital. Such grandfathering authority is subject
to termination upon the FDIC’s determination that
such investments pose a safety and soundness risk to
the Bank or in the event the Bank converts its charter
or undergoes a change in control.

Regulatory Enforcement Authority. Applicable
banking laws include substantial enforcement powers
available to federal banking regulators. This enforce-
ment authority includes, among other things, the abil-
ity to assess civil money penalties, to issue cease-and-
desist or removal orders and to initiate injunctive ac-
tions against banking organizations and institution-af-
filiated parties, as defined. these
enforcement actions may be initiated for violations of

In general,

laws and regulations and unsafe or unsound practices.
Other actions or inactions may provide the basis for
enforcement action, including misleading or untimely
reports filed with regulatory authorities.

Under the New York Banking Law, the Department
may issue an order to a New York-chartered banking
institution to appear and explain an apparent violation
of law, to discontinue unauthorized or unsafe practices
and to keep prescribed books and accounts. Upon a
finding by the Department that any director, trustee or
officer of any banking organization has violated any
law, or has continued unauthorized or unsafe practices
in conducting the business of the banking organization
after having been notified by the Department to dis-
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continue such practices, such director, trustee or officer
may be removed from office by the Department after
notice and an opportunity to be heard. The Bank does
not know of any past or current practice, condition or
violation that might lead to any proceeding by the
Department against the Bank or any of its directors or
officers. The Department also may take possession of a
banking organization under specified statutory criteria.

Section 38 of the FDIA
provides the federal banking regulators with broad

Prompt Corrective Action.

power to take “prompt corrective action’ to resolve the
problems of undercapitalized institutions. The extent of
the regulators’ powers depends on whether the institu-
tion in question is “well capitalized,” *‘adequately capi-
talized,”
undercapitalized” or ‘critically undercapitalized.”
Under regulations adopted by the federal banking reg-
ulators, an institution shall be deemed to be (i) “well
capitalized” if it has total risk-based capital ratio of
10.0% or more, has a Tier I risk-based capital ratio of

“undercapitalized,” “significantly

6.0% or more, has a Tier I leverage capital ratio of
5.0% or more and is not subject to specified require-
ments to meet and maintain a specific capital level for
any capital measure, (ii) “adequately capitalized” if it
has a total risk-based capital ratio of 8.0% or more, a
Tier I risk-based capital ratio of 4.0% or more and a
Tier 1 leverage capital ratio of 4.0% or more (3.0%
under certain circumstances) and does not meet the
definition of “well capitalized,” (iil) “undercapitalized”
if 1t has a total risk-based capital ratio that is less than
8.0%, a Tier I risk-based capital ratio that is less than
4.0% or a Tier I leverage capital ratio that is less than
4.0% (3.0%
(iv) “significantly undercapitalized” if it has a total risk-
based capital ratio that is less than 6.0%, a Tier I risk-
based capital ratio that is less than 3.0% or a Tier I

under certain  circumstances),

leverage capital ratio that is less than 3.0% and
(v) “critically undercapitalized” if it has a ratio of tangi-
ble equity to total assets that is equal to or less than
2.0%. The regulations also provide that a federal bank-
ing regulator may, after notice and an opportunity for
a hearing, reclassify a “well capitalized” institution as
“adequately capitalized” and may require an “ade-
quately capitalized” institution or an “undercapital-
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ized” institution to comply with supervisory actions as
if it were in the next lower category if the institution is
in an unsafe or unsound condition or engaging in an
unsafe or unsound practice. The federal banking regu-
lator may not, however, reclassify a “significantly un-
dercapitalized” institution as “critically
undercapitalized.”

An institution generally must file a written capital
restoration plan which meets specified requirements, as
well as a performance guaranty by each company that
controls the institution, with an appropriate federal
banking regulator within 45 days of the date that the
institution receives notice or is deemed to have notice
that it is “undercapitalized,” “significantly undercapi-
talized” or “critically undercapitalized.” Immediately
upon becoming undercapitalized, an institution be-
comes subject to statutory provisions which, among
other things, set forth various mandatory and discre-
tionary restrictions on the operations of such an
institution.

As December 31, 2001, the Bank had capital levels

which qualified it as a “well-capitalized” institution.

The Bank 1s a mem-
ber of the Bank Insurance Fund (“BIF) administered
by the FDIC but has deposit accounts insured by both
the BIF and the Savings Association Insurance Fund
{(“SAIF”). The SAIF-insured accounts are held by the

Bank as a result of certain acquisitions and branch

FDIC Insurance Premiums.

purchases involving SAIF-insured deposits. Such SATF-
insured deposits amounted to $2.27 billion as of De-
cember 31, 2001. As insurer, the FDIC is authorized to
conduct examinations of, and to require reporting by,
FDIC-insured institutions. It also may prohibit any
FDIC-insured institution from engaging in any activity
that the FDIC determines by regulation or order poses
a serious threat to the FDIC.

The FDIC may terminate the deposit insurance of
any insured depository institution, including the Bank,
if it determines after a hearing that the institution has
engaged or is engaging in unsafe or unsound practices,
is in an unsafe or unsound condition to continue opera-
tions, or has violated any applicable law, regulation,
order or any condition imposed by an agreement with
the FDIC. It also may suspend deposit insurance tem-
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porarily during the hearing process for the permanent
termination of insurance, if the institution has no tangi-
ble capital. If insurance of accounts is terminated, the
accounts at the institution at the time of the termina-
tion, less subsequent withdrawals, shall continue to be
insured for a period of six months to two years, as
determined by the FDIC. Management is aware of no
existing circumstances which would result in termina-
tion of the Bank’s deposit insurance.

Beginning October 1, 1996, effective SAIF rates
ranged from zero basis points to 27 basis points which
was the same range of premiums as the BIF rates.
Trom 1997 through 1999, almost all FDIC-insured in-
stitutions paid 6.4 basis points of their SAIF-assessable
deposits and approximately 1.3 basis points of their
BIF-assessable deposits to fund the Financing Corpora-
tion. Beginning January 1, 2000, all FDIC insured in-
stitutions are assessed the same rate for their BIF and
SAIF assessable deposits to fund the Financing Corpo-
ration. Based upon the $2.90 billion of BIF-assessable
deposits and $2.27 billion of SAlF-assessable deposits
at December 31, 2001, the Bank expects to pay ap-
proximately $235,000 in insurance premiums per quar-
ter during calendar 2002.

Brokered Deposits. The FDIA restricts the use of
brokered deposits by certain depository institutions,
Under the FDIA and applicable regulations, (1) a “well
capitalized insured depository institution” may solicit
and accept, renew or roll over any brokered deposit
without restriction, (ii) an “adequately capitalized in-
sured depository institution” may not accept, renew or
roll over any brokered deposit unless it has applied for
and been granted a waiver of this prohibition by the
FDIC and (iii) an “undercapitalized insured depository
institution” may not (x) accept, renew or roll over any
brokered deposit or (y) solicit deposits by offering an
effective yield that exceeds by more than 75 basis
points the prevailing effective vields on insured deposits
of comparable maturity in such institution’s normal
market area or in the market area in which such depos-
its are being solicited. The term “undercapitalized in-
sured depository institution” i3 defined to mean any
insured depository institution that fails to meet the
minimum regulatory capital requirement prescribed by

its appropriate federal banking agency. The FDIC
may, on a case-by-case basis and upon application by
an adequately capitalized insured depository institu-
tion, waive the restriction on brokered deposits upon a
finding that the acceptance of brokered deposits does
not constitute an unsafe or unsound practice with re-
spect to such institution. The Company had no
brokered deposits outstanding at December 31, 2001.

Community Investment and Consumer Protec-
tion Laws. In connection with its lending activities,
the Bank is subject to a variety of federal laws designed
to protect borrowers and promote lending to various
sectors of the economy and population. Included
among these are the federal Home Mortgage Disclo-
sure Act, Real Estate Settlement Procedures Act,
Truth-in-Lending Act, Equal Credit Opportunity Act,
Fair Credit Reporting Act and the CRA.

The CRA requires insured institutions to define the
communities that they serve, identify the credit needs
of those communities and adopt and implement a
“Community Reinvestment Act Statement” pursuant
to which they offer credit products and take other ac-
tions that respond to the credit needs of the commu-
nity. The responsible federal banking regulator (in the
case of the Bank, the FDIC) must conduct regular
CRA examinations of insured financial institutions and

assign to them a CRA rating of “outstanding,” “satis-

factory,” “needs improvement” or “unsatisfactory.”
The Bank’s latest federal CRA rating based upon its
last examination is “satisfactory.”

The Company is also subject to provisions of the
New York Banking Law which impose continuing and
affirmative obligations upon banking institutions or-
ganized in New York State to serve the credit needs of
its local community (“NYCRA"), which are similar to
those imposed by the CRA. Pursuant to the NYCRA, a
bank must file an annual NYCRA report and copies of
all federal CRA reports with the Department. The
NYCRA requires the Department to make an annual
written assessment of a bank’s compliance with the
NYCRA, utilizing a four-tiered rating system, and
make such assessment available to the public. The
NYCRA also requires the Department to consider a
bank’s NYCRA rating when reviewing a bank’s appli-
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ITEM 1. Business (continued)

cation to engage in certain transactions, including
mergers, asset purchases and the establishment of
branch offices or automated teller machines, and pro-
vides that such assessment may serve as a basis for the
denial of any such application. The Bank’s latest
NYCRA rating received from the Department based
upon its last examination is “satisfactory.”
Limitations on Dividends. The Holding Company
is a legal entity separate and distinct from the Bank.
The Holding Company’s principal source of revenue
consists of dividends from the Bank. The payment of
dividends by the Bank is subject to various regulatory
requirements including a requirement, as a result of the
Holding Company’s savings and loan holding company
status, that the Bank notify the Director of the OTS
not less than 30 days in advance of any proposed decla-
ration by its directors of a dividend.

Under New York Banking Law, a New York-
chartered stock savings bank may declare and pay divi-
dends out of its net profits, unless there is an impair-
ment of capital, but approval of the Department is
required if the total of all dividends declared in a calen-
dar year would exceed the total of its net profits for that
year combined with its retained net profits of the pre-
ceding two years, subject to certain adjustments.

In January 2002, the Bank requested (and received)
approval of the distribution to the Company of an
aggregate of $50.0 million. In December 2000, the
Bank requested (and received) approval of the distribu-
tion to the Company of an aggregate of $25.0 million,
of which $6.0 million had been distributed as Decem-
ber 31, 2001. In addition, during fiscal 2000, the Bank
requested (and received) approval of or non-objection
to the distribution to the Company of an aggregate of
$285.0 million. Of this amount, $14.0 million, $95.0
million and $176.0 million was distributed to the Com-
pany during the nine months ended December 31,
2001 and the years ended March 31, 2001 and 2000,
respectively. The distributions were primarily used by
the Company to fund the cash portion of the merger
consideration paid in the Broad and Statewide acquisi-
tions as well as the Company’s open market stock re-
purchase programs and dividend payments.
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Miscellaneous. The Bank is subject to certain re-
strictions on loans to the Holding Company or its non-
bank subsidiaries, on investments in the stock or securi-
ties thereof, on the taking of such stock or securities as
collateral for loans to any borrower, and on the issu-
ance of a guarantee or letter of credit on behalf of the
Company or its non-bank subsidiaries. The Bank also
is subject to certain restrictions on most types of trans-
actions with the Holding Company or its non-bank
subsidiaries, requiring that the terms of such transac-
tions be substantially equivalent to terms of similar
transactions with non-affiliated firms.

Federal Home Loan Bank System. The Bankis a
member of the FHLB of New York, which is one of 12
regional FHLBs that administers the home financing
credit function of savings institutions. Each FHLB
serves as a reserve or central bank for its members
within its assigned region. It is funded primarily from
proceeds derived from the sale of consolidated obliga-
tions of the FHLB System. It makes loans to members
{i.e., advances) in accordance with policies and proce-
dures established by the Board of Directors of the
FHLB. The Bank had $1.68 billion of FHLB borrow-
ings at December 31, 2001.

As an FHLB member, the Bank is required to
purchase and maintain stock in the FHLB of New York
in an amount equal to at least 1% of its aggregate
unpaid residential mortgage loans, home purchase con-
tracts or similar obligations at the beginning of each
year or 5% of its advances from the FHLB of New
York, whichever is greater. At December 31, 2001, the
Bank had approximately $85.4 million in FHLB stock,
which resulted in its compliance with this requirement.

The FHLBs are required to provide funds for the
resolution of troubled savings institutions and to con-
tribute to affordable housing programs through direct
loans or interest subsidies on advances targeted for
community investment and low-and moderate-income
housing projects. These contributions have adversely
affected the level of FHLB dividends paid in the past
and could continue to do so in the future. These contri-
butions also could have an adverse effect on the value
of FHLB stock in the future.
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ITEM 1. Business (continued)

Federal Reserve System. The Federal Reserve
Board requires all depository institutions to maintain
reserves against their transaction accounts (primarily
NOW and Super NOW checking accounts and per-
sonal and business demand deposits) and non-personal
time deposits. As of December 31, 2001, the Bank was
in compliance with applicable requirements. However,
because required reserves must be maintained in the
form of vault cash or a non-interest-bearing account at
a Federal Reserve Bank, the effect of this reserve re-
quirement is to reduce an institution’s earning assets.

TAXATION
Federal Taxation
General. The Company is subject to federal income
taxation in the same general manner as other corpora-
tions with some exceptions discussed below.

The following discussion of federal taxation is in-
tended only to summarize certain pertinent federal in-
come tax matters and is not a comprehensive
description of the tax rules applicable to the Company.
The Bank’s federal income tax returns have been au-

dited or closed without audit by the Internal Revenue
Service through 1997.

Method of Accounting. For federal income tax pur-
poses, the Company currently reports its income and
expenses on the accrual method of accounting and uses
a tax year ending December 31 for filing its consoli-
dated federal income tax returns. The Small Business
Protection Act of 1996 (the 1996 Act”) eliminated the
use of the reserve method of accounting for bad debt
reserves by savings institutions, effective taxable years
beginning after 1995.

Bad Debt Reserve. Prior to the 1996 Act, the Com-
pany was permitted to establish a reserve for bad debts
and to make annual additions to the reserve. These
additions could, within specified formula limits, be de-
ducted in arriving at the Bank’s taxable income. As a
result of the 1996 Act, the Bank must use the specific
charge off method in computing its bad debt deduction
beginning with its 1996 federal tax return. In addition,

federal legislation requires the recapture (over a six
year period) of the excess of tax bad debt reserves at
December 31, 1995 over those established as of De-
cember 31, 1987. The amount of such reserve subject
to recapture as of December 31, 2001 is approximately
$1.2 million. The Company has an associated deferred
tax liability of approximately $430,000 at Decem-
ber 31, 2001.

As discussed more fully below, the Company and
certain eligible or qualified subsidiaries file combined
New York State Franchise and New York City Finan-
cial Corporation tax returns. The basis of the determi-
nation of each tax is the greater of a tax on entire net
income (or on alternative entire net income) or a tax
computed on taxable assets. However, for state pur-
poses, New York State enacted legislation in 1996,
which among other things, decoupled the Federal and
New York State tax laws regarding thrift bad debt
deductions and permits the continued use of the bad
debt reserve method under section 393 of the Code.
Thus, provided the Bank continues to satisfy certain
definitional tests and other conditions, for New York
State and City income tax purposes, the Bank is per-
mitted to continue to use the special reserve method for
bad debt deductions. The deductible annual addition
to the state reserve may be computed using a specific
formula based on the Bank’s loss history (“Experience
Method™) or a statutory percentage equal to 32% of
the Bank’s New York State or City taxable income
(“Percentage Method™).

Taxable Distributions and Recapture. Prior to the
1996 Act, bad debt reserves created prior to January 1,
1988 were subject to recapture into taxable income
should the Bank fail to meet certain thrift asset and
definitional tests. New federal legislation eliminated
these thrift related recapture rules. However, under cur-
rent law, pre-1988 reserves remain subject to recapture
should the Bank make certain non-dividend distribu-
tions or cease to maintain a bank charter.

At December 31, 2001, the Bank’s total federal pre-
1988 reserve was approximately $30.0 million. This
reserve reflects the cumulative effects of federal tax
deductions by the Company for which no Federal in-
come tax provision has been made.

ANNUAL REPORT 2001




ITEM 1. Business (continued)

Alternative Minimum Tax. The Code imposes an
alternative minimum tax (“AMT”) at a rate of 20% on
a base of regular taxable income plus certain tax pref-
erences (“‘alternative minimum taxable income” or
“AMTT”). The AMT is payable to the extent such
AMTT is in excess of an exemption amount. Net oper-
ating losses can offset no more than 90% of AMTL
Certain payments of alternative minimum tax may be
used as credits against regular tax liabilities in future
vears. As of December 31, 2001, the Company has no
AMT credits available as credits for carryover.

Net Operating Loss Carryovers. Tor the years begin-
ning after August 5, 1997, a financial institution may carry
back net operating losses to the preceding two taxable
years and carry forward to the succeeding twenty taxable
years. At December 31, 2001, the Bank had no net operat-
ing loss carryforwards for federal income tax purposes.

The
Holding Company may exclude from its income 100%
of dividends received from the Bank as a member of the

Corporate Dividends-Received Deduction.

same affiliated group of corporations. The corporate
dividends-received deduction is 80% in the case of divi-
dends received from corporations with which a corpo-
rate recipient does not file a consolidated tax return, and
corporations which own less than 20% of the stock of a
corporation distributing a dividend may deduct only
70% of dividends received or accrued on their behalf.

State and Local Taxation

New York State and New York City Taxation.
The Company and certain eligible and qualified sub-
sidiaries report income on a combined calendar year
basis to both New York State and New York City. New
York State Franchise Tax on corporations is imposed in
an amount equal to the greater of (a) 8.5% of “entire
net income” allocable to New York State (b) 3% of
“alternative entire net income’ allocable to New York
State (c) 0.01% of the average value of assets allocable
to New York State or (d) nominal minimum tax. Entire
net income is based on federal taxable income, subject
to certain modifications. Alternative entire net income
is equal to entire net income without certain modifica-
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tions. The New York City Corporation Tax is imposed
in an amount equal to the greater of 9% of “entire net
income” allocable to New York City or similar alterna-
tive taxable methods and rates as New York State.

A Metropolitan Transportation Business Tax
Surcharge on Corporations doing business in the Met-
ropolitan District has been applied since 1982, The
Company transacts a significant portion of its business
within this District and is subject to this surcharge. For
the tax year ended December 31, 2001, the surcharge
rate is 17% of the State franchise tax liability.

If the Bank fails to meet certain thrift assets and
definitional tests for New York State and New York
City tax purposes, it would have to recapture into taxa-
ble income approximately $110.0 million of previously
recognized deductions. As of December 31, 2001, no
related deferred taxes have been recognized.

The Company is currently undergoing an audit of its

New York State income tax returns for the calendar years
1994, 1995 and 1996. As previously disclosed, the Com-
pany received in fiscal 2000 a notice which could result in
additional income tax liability to both New York State
and New York City for the years in question. The Com-
pany has conducted a review and analysis of the basis and
aceuracy of the State’s claims. Based on its review, the
Company does not believe that the final resolution will
have a material financial statement impact.
New Jersey Taxation. The Company and certain
eligible and qualified subsidiaries report income on a
separate company basis, as New Jersey Law does not
permit consolidated return filing. The state of New
Jersey imposes a tax on entire net income at a rate of
3.0% on savings institutions and 7.5%, if allocated in-
come is $100,000 or less, or at a rate of 9.0% on
allocated income over $100,000 for other corporations.
Delaware State Taxation. As a Delaware holding
company not earning income in Delaware, the Com-
pany is exempt from Delaware corporate income tax
but is required to file an annual report with and pay an
annual franchise tax to the State of Delaware. The tax
is imposed as a percentage of the capital base of the
Company with an annual maximum of $150,000. The
Holding Company pays the maximum franchise tax.
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ITEM 2. Properties

Offices and Properties

At December 31, 2001, the Company conducted its business from its executive offices in Brooklyn and 69 full

service branch offices:

Net Book Value of
Property and

Leasehold
Lease Improvements Deposits at
Owned or Expiration At December 31, December 31,
Location () Leased Date 2001 2001
(In Thousands)
Executive and Administrative Offices:
195 Montague Street
Brooklyn, New York 11201 @ Owned $16,215 $ 129,621
Branch Offices:
130 Court Street
Brooklyn, New York 11201 ® Owned 3,990 217,718
6424-18th Avenue
Brooklyn, New York 11204 Owned 897 305,070
23 Newkirk Plaza
Brooklyn, New York 11226 Owned 2,232 117,189
443 Hillside Avenue
Williston Park, New York 11596 Owned 1,939 190,490
23-56 Bell Boulevard
Bayside, New York 11360 Leased 2008 4 200,122
250 Lexington Avenue
New York, New York 10016 Leased 2030 152 74,882
1416 East Avenue
Bronx, New York 10462 Leased @ 105 114,297
1420 Northern Boulevard
Manhasset, New York 11030 Leased 2017 799 86,716
1769-86th Street
Brooklyn, New York 11214 Owned 1,327 167,611
Pratt Institute Campus
200 Willoughby Avenue
Brooklyn, New York 11205 Leased ® 3 5,878
2357-59 86th Street
Brooklyn, New York 11214 Owned 1,624 98,531
4514 16th Avenue
Brooklyn, New York 11204 Owned 1,715 137,175
37-10 Broadway
Long Island City, New York 11103 Owned 1,566 174,929
22-59 31st Street
Long Island City, New York 11105 Owned 598 104,111
24-28 34th Avenue
Long Island City, New York 11106 Leased 2007 246 70,695
51-12 31st Avenue
Woodside, New York 11377 Leased 2007 241 51,912
83-20 Roosevelt Avenue
Jackson Heights, New York 11372 Leased 2005 659 61,033

]
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ITEM 2. Properties (continued)

Net Book Value of
Property and
Leasehold

Lease Improvements Deposits at
Owned or Expiration At December 31, December 31,
Location () Leased Date . 2001 2001
(In Thousands)

75-15 31st Avenue
Jackson Heights, New York 11370 Leased 2004 $ 214 $ 92,008
89-01 Northern Boulevard
Jackson Heights, New York 11372 Leased 2004 193 91,847
498 Columbia Street
Brooklyn, New York 11231 Leased 2002 319 23,758
150-28 Union Turnpike
Flushing, New York 11367 Leased 2012 187 59,631
234 Prospect Park West
Brooklyn, New York 11215 Owned 2,887 70,043
7500 Fifth Avenue
Brooklyn, New York 11209 Owned 529 72,043
440 Avenue P
Brooklyn, New York 11223 Owned 1,226 96,592
301 Avenue U .
Brooklyn, New York 11223 Owned 1,398 92,503
8808 Fifth Avenue
Brooklyn, New York 11209 Owned 2,303 63,747
1310 Kings Highway
Brooklyn, New York 11229 Owned 401 72,849
4823 13th Avenue
Brooklyn, New York 11219 Owned 3,610 206,728
1302 Avenue J
Brooklyn, New York 11230 Owned 1,946 130,964
1550 Richmond Road
Staten Island, New York 10304 Owned 1,289 129,968
1460 Forest Avenue
Staten Island, New York 10302 Leased 2011 202 124,719
2655 Richmond Avenue
Staten Island, New York 10314 Leased 2010 384 29,545
6509 Bay Parkway
Brooklyn, New York 11204 Owned 2,026 19,019
131 Jericho Turnpike
Mineola, New York 11501 Leased 2010 479 36,736
905 Broad Street
Newark, New Jersey 07102 Owned 1,811 36,550
745 Broad Street
Newark, New Jersey 07102 Leased 2003 44 26,779
243 Chestnut Street
Newark, New Jersey 07105 Leased 2007 116 31,398
236 West St. George Avenue
Linden, New Jersey 07036 Leased 2014 143 11,630
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ITEM 2. Properties (continued)

Net Book Value of
Property and

Leasehold
Lease Improvements Deposits at
Owned or Expiration At December 31, December 31,
Location Leased Date 2001 2001

(In Thousands)
1-7 Wheeler Point Road

Newark, New Jersey 07105 Leased 2003 $ 41 $ 59,742
133 Jackson Street

Newark, New Jersey 07105 Owned 792 115,393
225 Milburn Avenue

Milburn, New Jersey 07041 Leased 2006 — 27,879
65 River Road

North Arlington, New Jersey 07031 Leased 2003 61 35,570
1000 South Elmora Avenue

Elizabeth, New Jersey 07202 Leased 2006 170 63,204
30 W. Mt. Pleasant Avenue

Livingston, New Jersey 07039 Leased 2006 17 37,753
Convery Plaza, Route 35

Perth Amboy, New Jersey 08861 Leased 2002 23 20,718
466 Bloomfield Avenue

Newark, New Jersey 07107 Leased 2013 48 34,752
826 Elizabeth Avenue

Elizabeth, New Jersey 07201 Owned 284 38,437
554 Central Avenue

East Orange, New Jersey 07018 Owned 321 30,447
255 Prospect Avenue

West Orange, New Jersey 07052 Leased 2004 58 8,285
348 Central Avenue

Jersey City, New Jersey 07307 Leased 2006 281 8,532
290 Ferry Street

Newark, New Jersey 07105 Leased 2005 — 16,962
9 Path Plaza

Jersey City, New Jersey 07306 Leased 2011 559 97,502
241 Central Avenue

Jersey City, New Jersey 07307 Owned 285 63,605
214 Newark Avenue

Jersey City, New Jersey 07302 Owned 313 24,477
12 Chapel Avenue

Jersey City, New Jersey 07305 Leased 2003 38 8,052
400 Marin Boulevard

Jersey City, New Jersey 07302 Leased 2010 202 14,237
86 River Street

Hoboken, New Jersey 07030 Leased 2002 22 13,283
416 Anderson Avenue

Cliffside Park, New Jersey 07010 Owned 166 12,115

35 South Main Street

Lodi, New Jersey 07644

Building Owned

Adjacent parcel of land Leased 2005 218 21,821
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ITEM 2. Properties (continued)

Net Book Value of
Property and

Leasehold
Lease Improvements Deposits at
Owned or Expiration At December 31, December 31,
Location 0 Leased Date 2001 2001
(In Thousands)

19 Schuyler Avenue
North Arlington, New Jersey 07031 Leased 2008 $ 188 $ 19,227
1322A Patterson Plank Road
Secaucus, New Jersey 07094 Owned 809 44,534
456 North Broad Street
Elizabeth, New Jersey 07208 Owned 498 53,172
314 Elizabeth Avenue
Elizabeth, New Jersey 07206 Leased 2098 93 28,511
345 South Avenue
Garwood, New Jersey 07027 Owned 139 28,540
246 South Avenue
Fanwood, New Jersey 07023 Owned 225 15,587
1886 Springfield Avenue
Maplewood, New Jersey 07040 Leased 2009 837 19,670
1126 Route 9
Old Bridge, New Jersey 08857 Leased 2006 77 3,039
900 Springfield Road
Union, New Jersey 07083 Leased 2006 185 2,692
Totals $4,794,775

$62,969

(1) Branch offices located at 100 Clearbrook Road, Elmsford, NY 10523 and 105 Maxess Road, Melville, NY 11747 opened for business on

February 19, 2002.

(2) The Bank operates a full-service branch on the ground floor of the building.

(3) Designated as the Bank’s main office.

(4) Consists of two leases. The original lease executed in March 1972 was scheduled to expire in September 2002, This lease has been extended and the
new expiration date is September 2012. In February 1987, the Bank entered into a lease for additional space in the adjacent store which expires in

November 2002.

(5) The Bank executed a “Memorandum of Understanding” with the Pratt Institute to occupy the space; no expiration date was stated in the

Memorandum.
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ITEM 3. Legal Proceedings

Legal Proceedings

The Company is involved in routine legal proceedings
occurring in the ordinary course of business which in
the opinion of management, in the aggregate, will not
have a material adverse effect on the consolidated fi-
nancial condition and results of operations of the
Company.

On December 1, 1995, Statewide Savings Bank
(“Statewide™)
U.S. Government alleging, among other things, breach

initiated a suit against the
of contract and seeking damages for harm caused to
Statewide through changes in Federal banking regula-
tions regarding the treatment of goodwill in calculating
the capital of thrift institutions. The case relates to
goodwill created by Statewide’s 1982 acquisition of
Arch Federal Savings and Loan Association {“Arch”).
The enactment of the Financial Institutions Reform,
Recovery and Enforcement Act (“FIRREA”) in 1989
resulted in the amendment of Federal regulations re-
quiring a phase-out of goodwill from the calculation of
a thrift institution’s capital ratios and requiring that by
January 1, 1995, no goodwill be counted as capital. As
of the effective date of the regulations, Statewide had
$18.7 million in goodwill from the Arch acquisition on
its balance sheet.

The suit was initially subject to a stay pending a
ruling by the U.S. Supreme Court of the
U.S. Government’s appeal of a decision of the
U.S. Court of Federal Claims (“Court of Claims™) in
another case which had upheld the right of three thrift
institutions to maintain such actions. In July 1996, the
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U.S. Supreme Court ruled in “United States v. Win-
star Corporation” upholding the Court of Claims’ rul-
ing in favor of the three institutions involved in that
suit. Subsequently, the stay in all goodwill related cases
was lifted. The U.S. Government then filed a motion
seeking to dismiss all goodwill related claims filed six
years after the date of FIRREA’s adoption on Au-
gust 9, 1989. Statewide had filed its claim on Decem-
ber 1, 1995. Statewide, along with the approximately
25 other institutions subject to the motion, vigorously
opposed the U.S. Government’s motion to dismiss. In
January 1997, the judge appointed to hear the motion
ruled against the U.S. Government, holding that the
statute of limitations had not begun to run until OTS
regulations implementing the FIRREA were adopted
on December 7, 1989. The case is currently in the
expert discovery phase, and no trial date has been set.
Fact discovery was concluded in August 2000. In the
fall of 2000, both the Company (as successor to State-
wide) and the U.S. Government filed motions for sum-
mary judgment as to lidbility. These motions have not
yet been scheduled for argument or disposition. Ac-
cordingly, for these reasons and because of other fac-
tors affecting the predictability of litigation,
management cannot predict the eventual outcome, the
amount of damages, if any, or the timing of final dispo-
sition of the case.

See “Taxation—State and Local Taxation” for a
discussion of the status of an audit of the Company’s
New York State income tax returns, including a claim
for additional tax liability.

ITEM 4. Submission of Matters to a Vote of Security Holders

None.
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PART II

ITEM 5. Market for the Registrant’s Common Equity
and Related Stockholders’ Matters

On March 13, 1998 the conversion and reorganization
of the Bank and its mutual holding company parent
was completed. The common stock began trading on
the Nasdaq Stock Market on March 17, 1998. In con-
nection with the consummation of the Conversion, the
Holding Company issued 76,043,750 shares of com-
mon stock, including 5,632,870 shares which were con-
tributed to the Independence Community Foundation
{the “Foundation™). As of December 31, 2001, there
were 58,372,560 shares of common stock outstanding.
As of March 15, 2002 the Holding Company had
11,487 stockholders of record not including the num-
ber of persons or entities holding stock in nominee or
street name through various brokers and banks. The
following table sets forth the high and low stock prices
of the Holding Company’s common stock as reported
by the Nasdaq Stock Market under the symbol

“ICBC”. Price information appears in major newspa-

pers under the symbols “IndepCmntyBk” or
“IndpCm”.
Nine Months
Ended Year Ended

December 31, 2001 March 31, 2001

High Low High Low
First Quarter 19.890 16.625 13.750 10.875
Second Quarter 25.18¢  17.000 14.188 12.875
Third Quarter  24.85¢  20.500 16.938 13.750
Fourth Quarter N/A N/A 17.500 15.125
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The following schedule summarizes the cash divi-
dends paid by the Holding Company per share of
common stock for periods indicated.

Nine Months Ended  Fiscal Year Ended
December 31, 2001 March 31, 2001

First Quarter $0.08 $0.07
Second Quarter 0.09 0.07
Third Quarter 0.10 0.08
Fourth Quarter N/A 0.08

On January 25, 2002, the Board of Directors de-
clared a quarterly cash dividend of $0.11 per share of
Common Stock, payable on February 21, 2002, to
stockholders of record at the close of business on Febru-
ary 7, 2002.

See “Liquidity and Commitments” and Notes 1
and 19 of the “Notes to Consolidated Financial State-
ments” set forth in Item 8 hereof for discussion of
restrictions on the Holding Company’s ability to pay
dividends.
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At December 31,

ITEM 6. Selected Consolidated Financial and Other Data

At March 31,

(In Thousands) 2001 2001 2000 1999 1998
Selected Financial Condition Data:
Total assets $7,624,798 $7,010,867  $6,604,150  $5,536,978  §5,222,996
Cash and cash equivalents 207,633 277,762 152,167 279,885 857,251
Mortgage-related securities available-for-sale 902,191 720,549 773,031 1,189,833 84,610
Investment securities available~for-sale 125,803 201,198 212,768 331,795 1,282,072
Loans receivable, net 5,799,892 5,189,725 4,880,234 3,459,658 2,745,540
Goodwill () 185,161 185,161 200,410 19,939 21,823
Intangible assets 8,981 13,833 20,569 27,305 34,050
Deposits 4,794,775 4,666,057 4412032 3,447,364 3,393,800
FHLB borrowings 1,682,700 1,308,950 1,160,375 1,106,725 14,300
Borrowings-securities loaned — — — — 701,160
Trust preferred securities @ 11,067 11,067 11,500 — —
Other borrowings 88 343 2,363 11,639 2,381
Total stockholders’ equity 880,533 813,156 834,807 824,962 949,124
For the Nine For the Twelve
Months Ended  Months Ended
December 31, December 31, Tor the Year Ended March 31,
(Dollars In Thousands, Except Per Share Data) 2001 2001 2001 2000 1999 1998
Selected Operating Data:
Interest income $362,206 $482,621 $470,702  $402,486  $336,415  $293,043
Interest expense 172,626 236,442 247,457 203,660 167,221 160,943
Net interest income 189,580 246,179 223,245 198,826 169,194 132,100
Provision for loan losses 7,875 8,475 1,392 9,817 10,698 10,011
Net interest income after provision
for loan losses 181,705 237,704 221,853 189,009 158,496 122,089
Net gain (loss) on sales of loans
and securities 2,850 3,145 3,398 (1,716) 390 115
Other non-interest income 41,623 53,924 34,940 18,632 10,933 10,233
Amortization of goodwill — 3,594 14,344 7,780 1,884 1,945
Amortization of intangible assets 5,761 7,481 6,880 6,833 6,745 6,795
Charitable contribution to
Independence Community
Foundation ® — — — - — 56,422
Other non-interest expense 109,880 144,854 131,602 105,277 89,574 80,713
Income (loss) before provision
(benefit) for income taxes 110,537 138,844 107,365 86,035 71,616 (13,438)
Provision (benefit) for income
taxes 40,899 52,779 45,329 32,789 26,441 (3,482)
Net income (loss) $ 69,638 $ 86,065 3 62,036 § 53246 8 45,175 § (9,956)
Basic earnings (loss) per share & $ 1.33 $ 1.64 § 111§ 09 § 067 % (0.52)
Diluted earnings (loss) per share & $ 1.27 $ 1.58 $§ 1.0 § 080 $ 066 § (0.52)

(footnotes on next page)
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ITEM 6. Selected Comnsolidated Financial and Other Data (continued)

At or For At or For
the Nine the Twelve
Months Ended Months Ended
December 31, December 31, At or For the Year Ended March 31,

(Dollars In Thousands, Except Per Share Data) 2001 ¥ 2001 2001 2000 1999 1998

Key Operating Ratios and Other Data:
Performance Ratios:

Return on assets & 1.27% 1.19% 091% 0.88% 0.90% 0.64%
Return on equity © 11.01 10.32 7.60 6.51 4.87 7.59
Average interest-earning assets to average

interest-bearing liabilities 106.55 106.39 107.25  111.29  120.66 105.17

. Interest rate spread @ 3.55 3.47 3.23 3.06 2.79 3.05

Net interest margin @ 3.77 3.69 3.51 3.47 3.50 3.26
Non-interest expense, excluding amortization

of intangible assets, to total assets © 2.00 2.00 1.92 1.74 1.78 1.90
Efficiency ratio ® 47.53 48.27 50.97 48.41 49.73 56.71
Cash dividends declared per common share $ 0.27 $ 035 $ 030 8 021 § 0.06 N/A

Asset Quality Ratios:
Non-performing loans as a percent of total

loans at end of period 0.78% 0.78% 0.68%  0.533% 1.12% 1.07%
Non-performing assets to total assets at end

of period © 0.61 0.61 0.51 0.40 0.71 0.57
Allowance for loan losses to non-performing

loans at end of period 170.01 170.01 201.18 266.74 11972 122.19
Allowance for loan losses to total loans at

end of period 1.33 1.33 1.36 1.42 1.34 1.31

Capital and Other Information: &

Equity to assets at end of period 11.55% 11.55% 11.60% 12.64% 14.90% 18.17%
Leverage capital (10 8.60 8.60 8.20 7.83 12.85 11.16
Tangible equity to risk-weighted assets at end

of period (10 10.85 10.85 11.70 11.37 17.73 22.25
Total capital to risk-weighted assets at end of

period (10) 12.20 12.20 12.95 12.62 19.03 23.50
Tangible book value per share $ 1176 $ 11.76 $ 1039 § 913 $ 1146 $ 11.75
Cash earnings (U $82,504 $106,006 $89,100 $73,431 $58,459 $36,754
Diluted cash earnings per common share $ 1.51 $ 19 $ 158 § 124 § 08 § 0.13
Number of full-service offices at end of

period 69 ' 69 67 65 32 34

(1) Represents the excess of cost over fair value of net assets acquired. The increase from March 31, 1999 to March 31, 2000 reflected the $98.8 million
and $88.6 million of goodwill resulting from the acquisitions of Broad and Statewide, respectively. Effective April 1, 2001, the Company adopted
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”, which resulted in discontinuing the amortization
of goodwill. See “Management’s Discussion and Analysis of Financial Condition and Results of Operation-Acquisitions” in Item 7 hereof.

(2) The Trust Preferred Securities were assumed by the Holding Company as part of the Broad acquisition effective the close of business on July 31,
1999,

(3) The Bank completed its Conversion on March 13, 1998. Accordingly, earnings per share for the fiscal year ended March 31, 1998 are presented on
an historical basis from March 13, 1998 to March 31, 1998. Includes the one time non-recurring charge of $56.4 million ($37.2 million, net of tax)
for funding of the Foundation in connection with the completion of the Conversion.

(4) Where applicable, ratios have been annualized.

(5) With the exception of end of period ratios and the efficiency ratio, all ratios are based on average daily balances during the respective periods.

(6) At and for the year ended March 31, 1998, exchudes the one time non-recurring charge of $56.4 million ($37.2 million net of tax) for the funding of
the Foundation.

(7) Interest rate spread represents the difference between the weighted-average yield on interest-earning assets and the weighted-average cost of
interest-bearing liabilities; net interest margin represents net interest income as a percentage of average interest-earning assets.

(8) Reflects adjusted operating expense {net of amortization of goodwill and other intangibles, and contribution to the Foundation) as a percent of the
aggregate of net interest income and adjusted non-interest income (excluding gains and losses on the sales of loans and securities).

{9) Non-performing assets consist of non-accrual loans, loans past due 90 days or more as to interest or principal repayment and accruing and real
estate acquired through foreclosure or by deed-in-lieu therefore.

(10) Ratios reflect the capital position of the Bank only.

(11) Cash earnings include net income adjusted for the amortization of goodwill {for periods prior to April 1, 2001) and other intangibles and certain
charges relared to the Company’s stock related benefit plans, net of tax. For fiscal 1998, cash earnings were also adjusted to exclude the one time
non-recurring charge of $56.4 million ($37.2 million net of tax) related to the funding of the Foundation.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations

General

The Company’s results of operations depend primarily
on its net interest income, which is the difference be-
tween interest income on interest-earning assets, which
principally consist of loans, mortgage-related securities
and investment securities, and interest expense on in-
terest-bearing liabilities, which consist of deposits and
borrowings. Net interest income is determined by the
Company’s interest rate spread (i.e., the difference be-
tween the yields earned on its interest-earning assets
and the rates paid on its interest-bearing liabilities) and
the relative amounts of interest-earning assets and in-
terest-bearing labilities.

The Company’s results of operations also are af-
fected by the provision for loan losses resulting from
management’s assessment of the adequacy of the allow-
ance for loan losses, the level of its non-interest income,
including service fees and related income, mortgage-
banking activities and gains and losses from the sales of
loans and securities, the level of its non-interest ex-
pense, including compensation and employee benefits,
occupancy expense, deposit insurance premiums, data
processing services, amortization of mtangibles and in-
come tax expense.

The Bank is a community-oriented bank, which em-
phasizes customer service and convenience. As part of
this strategy, the Bank offers products and services de-
signed to meet the needs of its customers. The Com-
pany generally has sought to achieve long-term
financial strength and stability by increasing the
amount and stability of its net interest income and non-
interest income and by maintaining a high level of asset
quality. In pursuit of these goals, the Company has
adopted a business strategy emphasizing controlled
growth, commercial real estate and multi-family resi-
dential lending, commercial business lending, ware-
house mortgage lines of credit and retail and
commercial deposit products, while maintaining asset
quality and stable liquidity.

The Company announced in October 2001 that it
changed its fiscal year end from March 31, to Decem-
ber 31, effective December 31, 2001. This change pro-
vides internal efficiencies as well as aligns the
Company’s reporting cycle with regulators, taxing au-
thorities and the investor community. Due to the

change in the reporting period, the comparison of an-
nual operating performance is based upon the
12 month calendar year ended December 31, 2001
compared to the last audited 12 month fiscal year en-
ded March 31, 2001.
Business Strategy
Controlled growth. In recent years, the Company
has sought to increase its assets and expand its opera-
tions through internal growth as well as through acqui-
sitions. During the nine months ended December 31,
2001, the Company opened two de novo branches and
opened three de novo branches during the year ended
March 31, 2001. The Company currently expects to
open approximately twelve additional banking loca-
tions, including approximately three in Manhattan
during the next twelve to eighteen months. Subsequent
to December 31, 2001, two of these new locations have
opened, one in Westchester and one on Long Island,
bringing the total to 71 banking offices. The Company
completed its acquisition of Broad, which had $646.3
million in assets, effective the close of business on
July 31, 1999 and its acquisition of Statewide, which
had $745.2 million in assets, effective the close of busi-
ness on January 7, 2000. The Broad and Statewide
acquisitions enabled the Company to expand into con-
tiguous markets in New Jersey with similar
demographics as the Company’s New York market
area. The acquisitions also enabled the Company to
further emphasize its broad array of commercial busi-
ness products, including business lending and lower
cost deposits, which helped accelerate the Company’s
strategy of bécoming more bank-like. The Company
also completed several other smaller acquisitions in
earlier periods. See “~—Acquisitions”.

The Company’s assets increased by $613.9 million,
or 8.8%, from $7.01 billion at March 31, 2001 to $7.62
billion at December 31, 2001 resulting mainly from the
$616.7 million growth in the loan portfolio. Such loan
growth was funded primarily through the use of bor-
rowings and an increase in deposits.

Emphasis on Commercial Lending. Since the ac-
quisitions of Broad and Statewide, the Company has
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

focused on expanding its higher yielding and variable
rate portfolios of commercial real estate loans, com-
mercial business loans and mortgage warehouse lines of
credit. Given the concentration of multi-family housing
units in the New York City metropolitan area, the
Company continues to emphasize the origination of
loans secured by first liens on multi-family residential
properties, which consist primarily of mortgage loans
secured by apartment buildings. In addition to continu-
ing to generate mortgage loans secured by multi-family
and commercial real estate, the Company also com-
menced a strategy to originate and sell multi-family
residential mortgage loans in the secondary market
while retaining servicing. During the nine months en-
ded December 31, 2001, the Company originated for
sale $441.9 million and sold $419.3 million of such
loans. To further expand these higher yielding portfo-
lios, the Company, in April 2001, purchased the assets
of Summit Bank’s MBFG, a specialized lending group
providing mortgage warehouse lines of credit to mort-
gage bankers in New York, New Jersey and Connecti-
cut. The acquisition increased the mortgage warehouse
line of credit portfolio by $130 million in lines with
approximately $83.5 million in outstanding advances at
the time of acquisition.

The Company’s strategy of emphasizing higher
yielding and variable rate loan products is reflected in
the shifting composition of its loan portfolio. The Com-
pany’s continued emphasis on commercial lending re-
sulted in commercial real estate, commercial business
and advances under warchouse mortgage lines of
credit comprising in the aggregate 36.2% of its total
loan portfolio at December 31, 2001 compared to
28.6% at March 31, 2001 while single-family and
multi-family residential loans comprised in the aggre-
gate 53.0% of the Company’s loan portfolio at Decem-
ber 31, 2001 compared to 60.9% at March 31, 2001.

Maintain Asset Quality. Management believes that
maintaining high asset quality is key to achieving and
sustaining long-term financial success. Accordingly, the
Company has sought to maintain a high level of asset
quality and moderate credit risk by using underwriting
standards which management believes are conservative
and by generally limiting its origination of loans to
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loans secured by properties or collateral located in its
market area. The Company’s non-accrual loans in-
creased $10.2 million, to $27.8 million at Decem-
ber 31, 2001 with the increase primarily related to
commercial mortgage and business loans. Loans
90 days or more past maturity which continued to
make payments on a basis consistent with the original
repayment schedule increased by $0.3 million. The
Company’s ratio of non-performing assets to total as-
sets at December 31, 2001 was 0.61% and its allow-
ance for loan losses to non-performing loans was
170.0%, while at March 31, 2001 the percentages were
0.51% and 201.2%, respectively.

Stable Source of Liquidity. The Company
purchases short-to medium-term investment securities
and mortgage-related securities combining what man-
agement believes to be appropriate liquidity, yield and
credit quality in order to achieve a managed and more
predictable source of liquidity to meet loan demand
and, to a lesser extent, a stable source of interest in-
come. These portfolios, which totaled in the aggregate
$1.03 bilion at December 31, 2001 compared to
$921.7 million at March 31, 2001, are comprised pri-
marily of mortgage-related securities totaling $902.2
million (of which $849.5 million consists of CMOs and
$52.7 million of mortgage-backed securities), $27.6
million of obligations of the U.S. Government and
federal agencies and $91.3 million of preferred securi-
ties. In accordance with the Company’s policy, securi-
ties purchased by the Company generally must be
rated at least “investment grade” upon purchase.

Emphasis on Retail Deposits and Customer Ser-
The Company, as a community-based financial
institution, is largely dependent upon its growth and

vice.

retention of competitively priced core deposits to pro-
vide a stable source of funding. The Company has
retained many loyal customers over the years through a
combination -of quality service, customer convenience,
an experienced staff and a commitment to the commu-
nities which it serves. Lower costing deposits, which do
not include time deposits, increased $551.4 million or
23.1%, to $2.94 billion or 61.3% of the Company’s
total deposits at December 31, 2001, as compared to
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

$2.39 billion at March 31, 2001, This increase in lower
costing deposits reflects the successful implementation
of the Company’s business strategy of increasing core
deposits and complements the increased emphasis on
expanding commercial business relationships and, to a
lesser extent, the opening of two de novo branches. In
addition, the Company does not accept brokered de-
posits as a source of funds and presently has no plans to
do so in the future.

Acquisitions

The Company completed its acquisition of Broad and
the merger of Broad’s wholly owned subsidiary, Broad
National, with and into the Bank, all effective as of the
close of business on July 31, 1999.

Under the terms of the Agreement and Plan of
Merger between the Company and Broad dated Febru-
ary 1, 1999, the merger consideration consisted of ap-
proximately 50% Independence common stock and
50% cash. The Broad transaction had an aggregate
value of approximately $132 million. The Company
issued approximately 4,929,203 shares of its common
stock in connection with the acquisition of Broad.

The Company completed its acquisition of State-
wide and the merger of Statewide’s wholly owned sub-
sidiary, Statewide Bank, with and into the Bank, all
effective as of the close of business on January 7, 2000.
Under the terms of the Agreement and Plan of Merger
between the Company and Statewide dated April 12,
1999, the merger consideration consisted of approxi-
mately 4,174,740 shares of Company common stock
and cash of approximately $51.2 million.

As a result of the Broad acquisition, the Company
acquired $646.3 million in assets and assumed $584.8
million of deposits. As a result of the Statewide acquisi-
tion, the Company acquired $745.2 million of assets
and assumed $443.7 million of deposits. The acquisi-
tions were accounted for as purchases and the excess of
cost over the fair value of net assets acquired (“good-
will”) in the Broad and Statewide transactions were
$98.8 million and $88.6 million, respectively.

Effective April 1, 2001, the Company adopted State-
ment of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets” (“SFAS
No. 142”), which resulted in discontinuing the amorti-

zation of goodwill. At the time of adoption, the remain-
ing balance of goodwill resulting from the acquisitions
of Broad and Statewide (and other acquisitions effected
previously thereto) was $185.2 million. Prior to the
adoption of SFAS No. 142, goodwill was being amor-
tized on a straight-line basis over 15 years.

Changes in Financial Condition

Total assets increased by $613.9 million, or 8.8%, from
$7.01 billion at March 31, 2001 to $7.62 billion at
December 31, 2001 primarily as a result of a $616.7
million increase in the loan portfolio, which was funded
primarily through the use of borrowings and deposits.
See “—Business Strategy-Controlled Growth.” The
$613.9 million of asset growth for the nine months
ended December 31, 2001 primarily reflected the com-
bined increases of $492.1 million in commercial busi-
ness and other loans, $124.5 million in mortgage loans
and $181.6 million in mortgage-related securities. Par-
tially offsetting these increases were decreases of $75.4
million in investment securities, $70.1 million in cash
and cash equivalents, $24.4 million in other assets and
$4.9 million in intangible assets. The decline in invest-
ment securities and cash reflected the reinvestment of
proceeds from the sale and/or maturity of investment
securities and the Company’s liquid assets into higher
yielding loans and mortgage-related securities.

Cash and Federal Funds Sold (Collectively “Cash
and Cash Egquivalents”). Cash cash
equivalents decreased from $277.8 million at
March 31, 2001 to $207.6 million at December 31,
2001. The $70.1 million decrease was principally due
to the use of such assets to fund commercial mortgage

and

and business loan originations. See ““—Changes in Fi-
nancial Condition—Loans, net” below.
Securities Available-for-Sale. The aggregate secu-
rities available-for-sale portfolio (which includes invest-
ment securities and mortgage-related securities)
increased $106.2 million, or 11.5%, from $921.7 mil-
lion at March 31, 2001 to $1.03 billion at Decem-
ber 31, 2001.

The Company’s mortgage-related securities portfolio
increased $181.6 million, or 25.2% to $902.2 million at
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

December 31, 2001 compared to $720.5 million at
March 31, 2001. The securities were comprised of
$849.5 million of AAA rated CMOs and $52.7 million
of Agency CMOs, which were issued or guaranteed by
the FHLMC, the FNMA or the GNMA (“Agency
CMOs™). The increase in the portfolio was primarily
due to purchases of $227.9 million of AAA rated
CMOs with an average vield of 6.60% and $206.0
million of Agency CMOs with a weighted average yield
of 6.35%. In addition, unrealized gains on the portfolio
increased by $9.6 million as market rates of interest
continued to decline during the nine months ‘ended
December 31, 2001. Partially offsetting these increases
were proceeds of approximately $221.4 million re-
ceived from normal paydowns and $40.2 million of
CMQO sales. ,

The Company’s investment securities portfolio de-
creased $75.4 million to $125.8 million at Decem-
ber 31, 2001 compared to $201.2 million at March 31,
2001. The decrease was primarily the result of sales
and maturities of $226.4 million of preferred securities,
at a weighted average yield of 3.44% and sales/repay-
ments of $141.1 million of U.S. Government and
agency securities. The decreases were partially offset by
purchases of $261.4 million of preferred securities and
$25.3 million of U. S. Government and agency securi-
ties, as well as a $5.7 million increase in unrealized
gains on the portfolio as market rates of interest contin-
ued to decline during the nine months ended Decem-
ber 31, 2001.

At December 31, 2001, the Company had a $13.7
million (pre-tax) or $8.8 million net unrealized gain,
net of tax, on available-for-sale investment and mort-
gage-related securities.

Loans, net. Loans, net, increased by $610.2 million,
or 11.8%, to $5.80 billion at December 31, 2001 from
$5.19 billion at March 31, 2001. The Company con-
tinued its focus on expanding its higher yielding portfo-
lios of commercial real estate, commercial business and
variable rate warehouse mortgage lines of credit as part
of its business plan. The Company originated for its
own portfolio during the nine months ended Decem-
ber 31, 2001 approximately $543.6 million of mort-
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gage loans compared to $641.4 million for the year
ended March 31, 2001.

Multi-family residential loans increased $110.6 mil-
lion to $2.73 billion at December 31, 2001 compared
to $2.62 billion at March 31, 2001. The increase was
primarily due to approximately $323.6 million of origi-
nations partially offset by repayments of $221.2 million
during the nine months ended December 31, 2001.
Commercial real estate loans increased $158.2 million
or 18.4% to $1.02 billion at December 31, 2001 com-
pared to $861.2 million at March 31, 2001 primarily
due to $196.7 million of originations in the nine
months ended December 31, 2001. As a result of these
activities, multi-family residential mortgage loans com-
prised 46.5% and commercial real estate loans com-
prised 17.3% of the loan portfolio at December 31,
2001 compared to 49.8% and 16.4% at March 31,
2001, respectively. In addition to continuing to gener-
ate mortgage loans for portfolio secured by multi-fam-
ily and commercial real estate, the Company also
commenced a strategy in the December 2000 quarter
to originate and sell multi-family residential mortgage
loans in the secondary market while retaining servicing
in order to further.the Company’s ongoing strategic
objective of increasing non-interest income related to
lending and servicing revenue. At December 31, 2001,
the Company serviced $921.8 million of loans sold to
Fannie Mae with a loan servicing asset of $4.3 million.

Commercial business loans increased $229.1 million,
or 52.5%, from $436.8 million at March 31, 2001 to
$665.8 million at December 31, 2001 primarily due to
originations and advances during the nine months en-
ded December 31, 2001 of $405.4 million partially
offset by loan repayments. The warehouse mortgage
lines of credit are secured short-term advances ex-
tended to mortgage-banking companies to fund the
origination of one-to-four family mortgages. To further
expand this portfolio, the Company, in April 2001,
purchased the assets of Summit Bank’s MBFG, a spe-
cialized lending group providing mortgage warehouse
lines of credit to mortgage bankers in New York, New
Jersey and Connecticut. The acquisition increased the
mortgage warchouse line of credit portfolio by
$130 million in lines with approximately $83.5 million
in outstanding advances at the time of acquisition. Ad-




vances under warehouse mortgage lines of credit in-
creased $239.8 million from $206.7 million at
March 31, 2001 to $446.5 million at December 31,
2001. At December 31, 2001, there were $168.7 mil-
lion of unused lines of credit related to warehouse
mortgage lines of credit. The increase was due to inter-
nal growth of $156.3 million fueled by the active resi-
dential mortgage refinance market during calendar
2001 combined with the acquisition of $83.5 million in
outstanding advances. Commercial business loans com-
prised 11.3% and warehouse mortgage lines of credit
comprised 7.6% of the loan portfolio at December 31,
2001.

Single-family residential and cooperative apartment
loans decreased $143.7 million from $996.5 million at
March 31, 2001 to $852.8 million at December 31,
2001. The decline was due to the Company reducing
its emphasis on originating both single-family residen-
tial and cooperative apartment loans in favor of higher
yielding, commercial real estate and business loans as
well as anticipated run-off due to the competitive inter-
est rate environment.

The Company does not participate in syndicated
loan structures.

The overall quality of-the
Company’s assets remained strong with non-perform-

Non-Performing Assets.

ing assets as a percentage of total assets of 61 basis
points (0.61%) at December 31, 2001, compared to 51
basis points (0.51%) at March 31, 2001. The Com-
pany’s non-performing assets, which consist of non-
accrual loans, loans past due 90 days or more as to
interest or principal and accruing and other real estate
owned acquired through foreclosure or deed-in-lieu
thereof, increased by $10.83 million or 28.6% to
$46.2 million at December 31, 2001 from $35.9 mil-
lion at March 31, 2001. The increase in non-perform-
ing assets was primarily due to a $10.2 million increase
to $27.8 million in non-accrual loans, primarily com-
mercial real estate and business loans and a $0.3 mil-
lion increase in loans contractually past maturity but

which are continuing to pay in accordance with their
original repayment schedule. At December 31, 2001,
the Company’s non-performing assets consisted of
$27.8 million of non-accrual

loans (including

ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)
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$13.3 million of commercial business loans, $6.8 mil-
lion of commercial real estate loans, $4.0 million of
single-family residential loans and $2.3 million of
multi-family residential loans), $18.1 million of loans
past due 90 days or more as to principal and accruing
(83.5 million of which were multi-family loans and
$14.2 million of which were commercial real estate
loans), $0.1 million of loans past due 90 days or more
as to interest and accruing and 130,000 of other real
estate owned. To date, the Company has not realized
any direct credit impairment as a result of the tragic
events of September 11, 2001, but continues to moni-
tor its portfolio closely.

Allowance for Loan Losses.
lowance for loan losses amounted to $78.2 million at
December 31, 2001, as compared to $71.7 million at
March 31, 2001. At December 31, 2001, the Com-
pany’s allowance amounted to 1.33% of total loans and
170.0% of total non-performing loans compared to
1.36% and 201.2% at March 31, 2001, respectively.
The Company’s allowance increased $6.5 million dur-
ing the nine months ended December 31, 2001 prima-
rily due to a $7.9 million provision for loan losses

The Company’s al-

partially offset by $1.4 million of net charge-offs or
0.02% of average total loans. The provision recorded
reflected the Company’s increase in non-accrual loans,
increase in classified loans, the substantial increase in
mortgage warehouse advances, the continued emphasis
on commercial mortgage and business loan origina-
tions as well as the recognition of an overall softening
of the economy.

The Company has identified the evaluation of the
allowance for loan losses as a critical accounting policy
where amounts are sensitive to material variation. This
policy is significantly affected by management judge-
ment and uncertainties and there is a likelthood that
materially different amounts would be reported under
different, but reasonably plausible, conditions or as-
sumptions. It is management’s policy to maintain an
allowance for loan losses based upon, among other
things, an assessment of prior loss experience, total
loans outstanding, the volume of loan originations, the
type, size and geographic concentration of loans held
by the Company, general economic conditions, the
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ITEM 7. Management’s Discussion and Analysis of
Financial Conditicn and Results of Operations (continued)

level of past due and non-accrual loans, the value of
collateral securing the loan, the level of classified loans
and the number of loans requiring heightened manage-
ment oversight. Other factors included in the analysis
of the allowance for loan losses include the increased
investment in multi-family residential and commercial
real estate loans (all of which are secured by properties
in the New York City metropolitan area), the substan-
tial increase in mortgage warehouse advances, the in-
creased amount and number of commercial business
loan originations and the increased number of loans
which exhibit risk characteristics which were deter-
mined to require closer oversight (including the
amount of loans which were 90 days or more past due
as to principal), as well as the recognition of an overall
softening of the economy.

Although management believes the allowance for
loan losses at December 31, 20001 was adequate,
changes in market conditions, loan portfolio composi-
tion, level of non-performing loans, the value of collat-
eral securing loans, the level of classified loans and
other factors may result in the need for adjustments to
the allowance. Management reviews the adequacy of
the allowance for loan losses not less than quarterly.

Goodwill and Intangible Assets. Effective April 1,
2001, the Company adopted SFAS No. 142, which
resulted in discontinuing the amortization of goodwill.
Under the Statement, goodwill will be carried at its
book value as of April 1, 2001 and any future impair-
ment of goodwill will be recognized as either a change
in accounting principle (with respect to the transitional
impairment test conducted within six months of adop-
tion) or as non-interest expense in the period of impair-
ment. However, under the terms of the Statement,
identifiable intangibles with identifiable lives will con-
tinue to be amortized. The Company did not recognize
an impairment loss as a result of its transitional impair-
ment test effective April 1, 2001 or its annual impair-
ment test eftective October 1, 2001, The Company will
be required to test the value of its goodwill at least
annually.

The Company’s goodwill, which aggregated
$185.2 million at December 31, 2001, resulted from
the acquisitions of Broad and Statewide as well as the
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acquisition of Bay Ridge Bancorp, Inc. in Janu-
ary 1996. The Company’s $9.0 million of identifiable
intangible assets at December 31, 2001 resulted prima-
rily from two branch purchase transactions effected in
fiscal 1996. The Company’s intangible assets decreased
by $4.8 million to $9.0 million at December 31, 2001
from $13.8 million at March 31, 2001. The decrease
was a result of $5.8 million of amortization partially
offset by an increase as a result of the premium paid on
the purchase of Summit Bank’s MBFG. The amortiza-
tion of identified intangible assets will continue to re-
duce net income until such intangible assets are fully
amortized. However, most of the remaining identified
intangibles as of December 31, 2001 will be amortized
by the end of March 31, 2003.

The Company has identified the goodwill impair-
ment test as a critical accounting policy. The goodwill
impairment test compares the fair value of a reporting
unit with its carrying amount, including goodwill. If
the fair value of a reporting unit exceeds its carrying
amount, goodwill of the reporting unit. is considered
not impaired. If the carrying amount of a reporting
unit exceeds its fair value, goodwill is considered im-
paired and the Company must measure the amount of
impairment loss, if any.

The fair value of a reporting unit may be deter-
mined by a combination.of quoted market prices, pre-
sent value techniques or multiples of earnings or
revenue. Quoted market prices in active markets are
the best evidence of fair value and shall be used as the
basis for the measurement, if available. However, the
market price of an individual equity security (and thus
the market capitalization of a reporting unit with pub-
licly traded equity securities) may not be representative
of the fair value of the reporting unit as a whole. The
quoted market price of an individual equity security,
therefore, need not be the sole measurement basis of
the fair value of a reporting unit. A present value tech-
nique is another method with which to estimate the fair

value of a group of net assets. If a present value tech-
nique is used to measure fair value, estimates of future

cash flows used in that technique shall be consistent
with the objective of measuring fair value. Those cash
flow estimates shall incorporate assumptions that mar-
ketplace participants would use in their estimates of fair
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

value. If that information is not available without un-
due cost and effort, an entity may use its own assump-
tions. A third method of estimating the fair value of a
reporting unit, is a valuation technique based on mult-
ples of earnings or revenue.

The Company currently uses a combination of
quoted market price of its publicly traded stock and
multiples of earnings in its goodwill impairment test.
The Company did not recognize an impairment loss as
a result of its transitional impairment test of existing
goodwill.

Deposits. Deposits increased $128.7 million or 2.8%
to $4.79 billion at December 31, 2001 compared to
$4.67 billion at March 31, 2001. The increase was due
to deposit inflows totaling $19.3 million as well as inter-
est credited of $109.4 million.

Core deposits have increased $551.4 million, or
23.1%, to $2.94 billion at December 31, 2001 com-
pared to $2.39 billion at March 31, 2001. This increase
reflects the successful implementation of the Com-
pany’s business strategy of increasing core deposits and
complements the increased emphasis on expanding
commercial business relationships. Core deposits repre-
sented approximately 61.3% of total deposits at De-
cember 31, 2001 compared to 51.2% of total deposits
at March 31, 2001.

Borrewings. Borrowings increased $373.5 million
or 28.5% to $1.68 billion at December 31, 2001 com-
pared to $1.31 billion at March 31, 2001. The increase
was principally due to a $299.8 million increase in
FHLB advances, a $50.0 million increase in FHLB
repurchase agreements and $24.0 million in FHLB
overnight deposits. The increase in borrowings was
primarily used to fund the growth in the loan portfolio
and purchase of investment securities. The increase in
FHLB advances was primarily in longer term horrow-
ings with maturities ranging between five and ten
years, although the FHLB has the right to call these
advances beginning in the third year. The weighted
average interest rate of these advances was 4.62%. See
Note 10 of the “Notes to Consolidated Financial State-
ments” set forth in Item 8 hereof.

Company-Obligated Mandatorily Redeemable
Cumulative Trust Preferred Securities. On
June 30, 1997, $11.5 million of Trust Preferred Securi-
ties were issued by the Issuer Trust. The net proceeds
from the issuance were invested in Broad in exchange
for its junior subordinated debentures. The sole asset of
the Issuer Trust, the obligor on the Trust Preferred
Securities, is $11.9 million principal amount of 9.5%
Junior Subordinated Debentures due June 30, 2027.
Broad entered into several contractual arrangements
{which the Holding Company assumed as part of the
Broad acquisition) for the purpose of guaranteeing the
Issuer Trust’s payment of distributions on, payments on
any redemptions of, and any liquidation distribution
with respect to, the Trust Preferred Securities.

The proceeds from the issuance of the Trust Pre-
ferred Securities were used to fund stock repurchases
by Broad and for general corporate purposes as well as
to meet debt service obligations pursuant to the junior
subordinated debentures.

As a result of favorable market conditions existing
during fiscal 2001, the Holding Company purchased
$0.4 million of the existing Trust Preferred Securities
through an open market transaction. The Company
has the ability to retire the entire issue of Trust Pre-
ferred Securities in 2002, and is currently evaluating
such matter.

Stockholders’ Eguity. The Holding Company’s
stockholders’ equity totaled $880.5 million at Decem-
ber 31, 2001, compared to $813.2 million at March 31,
2001. The $67.4 million increase was primarily due to
net income of $69.6 million, amortization of the
earned portion of restricted stock grants of $7.0 mil-
lion, $4.4 million related to the Employee Stock Own-
ership Plan (“ESCP”) shares committed to be released
for the nine months ended 2001 and $0.6 million re-
lated to accelerated vesting of stock options. In addi-
tion, increases were also attributable to a $9.3 million
decrease in the net unrealized loss on securities availa-
ble-for-sale, reflecting the increase in fair market value .
of such assets as a result of declines in market rates of
interest during the nine months ended December 31,
2001 and a $7.9 million valuation adjustment of the
deferred tax asset reflecting the fair market value of
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

stock contributed to the Foundation at its inception in
March 1998. These increases were partially offset by
an $18.4 million reduction in capital resulting from the
purchase during the nine months ended December 31,
2001 of 845,000 shares of common stock in connection
with the Holding Company’s open market repurchase
programs and a $14.6 million decrease due to divi-

dends declared.
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Average Balances, Net Interest Income,

Yields Earned and Rates Paid

The table on the following page sets forth, for the
periods indicated, information regarding (i) the total
dollar amount of interest income of the Company from
interest-earning assets and the resultant average yields;
(i1) the total dollar amount of interest expense on inter-
est-bearing liabilities and the resultant average rate;
(iii) net interest income; (iv) the interest rate spread;
and (v) the net interest margin. Information is based on
average daily balances during the indicated periods.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Rate/Volume Analysis

The following table sets forth the effects of changing
rates and volumes on net interest income of the Com-
pany. Information is provided with respect to (i) effects
on interest income and expense attributable to changes
in volume (changes in volume multiplied by prior rate)

Twelve Months Ended
December 31, 2001 to Twelve Months
Ended March 31, 2001

and (i) effects on interest income and expense attribu-
table to changes in rate (changes in rate multiplied by
prior volume). The combined effect of changes in both

the change due to rate and the change due to volume.

1
I
i
|
l
|
! rate and volume has been allocated proportionately to
1
i
i
I

Twelve Months Ended
March 31, 2001 to Twelve Months
Ended March 31, 2000

Increase
(Decrease) due to

Increase Total Net
(Decrease) due to Increase

Total Net
Increase

{In Thousands) Rate

Volume

(Decrease) Rate Volume (Decrease)

Interest-earning assets:
Loans receivable:

Mortgage loans $ 3,722 $ (3,232 $ 490 $ 6,054 $ 46,975 $53,029
Commercial business loans (4,062) 16,326 12,264 482 16,023 16,505
Warehouse mortgage lines
of credit (3,700) 11,145 7,445 140 8,433 8,573
Other loans ¥ (1,008) (1,119) (2,127) 837 3,512 4,349
Total loans receivable (5,048) 23,120 18,072 7,513 74,943 82,456
Mortgage-related securities (1,013) 95 {918) 459 {10,180) {9,721)
Investment securities (1,179) (470) (1,649) 2,354 (7,305) 4,951)
Other interest-earning assets (4,231) 645 (3,586) 2,241 (1,809) 432
Total net change in income on
interest-earning assets (11,471) 23,390 11,919 12,567 55,649 68,216
Interest-bearing liabilities:
Deposits:
Savings deposits (2,353) 1,523 (830) (873) 2,455 1,582
Money market deposits (684) (129) (813) (394) (552) (946)
AMA deposits (3,533) 4,272 739 1,499 1,655 3,154
Interest-bearing demand deposits 241 620 861 836 1,054 1,890
Certificates of deposit (11,612) (4,022) (15,634) 10,350 13,429 23,779
Total deposits (17,941) 2,264 (15,677) 11,418 18,041 29,459
Trust preferred securities 8 (7) i (7 326 319
Borrowings {2,939) 7,600 4,661 2,928 11,091 14,019
Total net change in expense on
interest-bearing labilities (20,872) 9,857 (11,015) 14,339 29,458 43,797
Net change in net interest income $ 9,401 $ 13,533 $ 22,934 $(1,772)  $26,191 $24,419

(1) Includes home equity loans and lines of credit, student loans, automobile loans, passbook loans and secured and unsecured personal loans.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Comparison of Results of Operations for the
Twelve Months Ended December 31, 2001 and
the Twelve Months Ended March 31, 2001

General. For the twelve months ended Decem-
ber 31, 2001, the Company reported a 43.6% increase
in diluted earnings per share to $1.58 compared to
$1.10 for the twelve months ended March 31, 2001.
Net income for the year ended December 31, 2001
increased 38.7% to $86.1 million compared to $62.0
million for the year ended March 31, 2001.

Effective April 1, 2001, the Company adopted SFAS
No. 142, which resulted in discontinuing the amortiza-
tion of goodwill. As a result, net income for the twelve
months ended December 31, 2001 increased by $10.8
million and diluted earnings per share increased by
$0.20. If SFAS No. 142 had been effective for the fiscal
year ended March 31, 2001, net income and diluted
earnings per share, by comparison, would have been
$76.4 million and $1.36 per share, respectively. The
Company did not recognize an impairment loss as a
result of its transitional impairment test of existing
goodwill. The Company will be required to test the
value of its goodwill at least annually.

Net Interest Income. Net interest income increased
by $22.9 million or 10.3% to $246.2 million for the
year ended December 31, 2001 as compared to $223.2
million for the year ended March 31, 2001. The in-
crease was due to an $11.9 million increase in interest
income and an $11.0 million decrease in interest ex-
pense. The growth in net interest income primarily
reflected the $310.0 million increase in average inter-
est-earning assets as well as an 18 basis point increase
in the net interest margin during the twelve months
ended December 31, 2001 compared to the twelve
months ended March 31, 2001. The increase in aver-
age interest-earning assets was primarily attributable to
growth in mortgage warehouse lines of credit as well as
commercial mortgage and business loans.

For the calendar year ended December 31, 2001, the
Company’s net interest margin increased 18 basis
points to 3.69% from 3.51% for the twelve months
ended March 31, 2001. For the twelve months ended
December 31, 2001 as compared to the twelve months

ended March 31, 2001, the rate paid on average inter-
est-bearing liabilities decreased 41 basis points, more
than offsetting the 17 basis point decline in vyields
earned on interest-earning assets. The improvement in
the net interest margin was directly attributable to the
Company’s emphasis on originating higher yielding
commercial loan products through its expanded pres-
ence in the New York metropolitan market and the
continuing evolution of a retail banking sales culture
focused on delivering core deposits. In addition, the
Company introduced a disciplined pricing strategy,
which was effective in addressing the current interest
rate yield curve. The ratio of interest-earning assets to
interest-bearing liabilities declined primarily due to the
use of earning assets to fund the purchase of Bank
Owned Life Insurance {(“BOLI”) during the quarter
ended December 31, 2000 as well as the Holding
Company’s ongoing stock purchase programs (pursu-
ant to which 2.0 million shares were repurchased in
calendar 2001).

The Company’s interest rate spread (i.e., the differ-
ence between the yields earned on its interest-earning
assets and the rates paid on its interest-bearing liabili-
ties) increased to 3.47% for the year ended Decem-
ber 31, 2001 compared to 3.23% for the year ended
March 31, 2001. The net interest rate spread increased
by 24 basis points reflecting the shift in the as-
set/lability composition to lower costing liabilities as a
result of the continuing evolution of a retail banking
sales culture focused on increasing core deposits.

Interest income increased by $11.9 million, or 2.5%,
to $482.6 million for the year ended December 31,
2001 compared to the year ended March 31, 2001.
This increase is primarily due to the $310.0 million
increase in the average balance of the Company’s in-
terest-earning assets partially offset by a 17 basis point
decrease in the weighted average yield, from 7.41% for
the year ended March 31, 2001 to 7.24% for the year
ended December 31, 2001, ‘

Interest income on mortgage loans increased
$0.5 million due to an 8 basis point increase in the
yield earned on loans from 7.48% for the year ended
March 31, 2001 to 7.56% for the year ended Decem-
ber 31, 2001. Partially offsetting the increase was a
$43.7 million decrease in the average balance of mort-
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

gage loans. The decrease in average balance is due to
the anticipated run-off of the Company’s compara-
tively lower yielding residential mortgage portfolio as
the Company continues to emphasize the origination
of higher vyielding commercial business loans. The
Company originated $668.8 million of mortgage loans
for portfolio retention in the twelve months ended De-
cember 31, 2001 partially offset by loan repayments of
$542.6 million. The increase in yield was primarily due
to the increased investment in higher yielding commer-
cial mortgage loans.

Interest income on other loans increased $17.6 mil-
lion, or 33.6%, due to a $197.1 million and $165.3 mil-
lion increase in the average balance of commercial
business and mortgage warchouse lines of credit, re-
spectively. Partially offsetting the increase was a 123
basis point and 283 basis point decrease in the yield
earned on commercial business loans and mortgage
warehouse lines of credit loans, respectively, from
9.31% and 9.02%, respectively, for the year ended
March 31, 2001 to 8.08% and 6.19%, respectively for
the year ended December 31, 2001. The decrease in
yields was primarily due to the current interest rate
vield curve since these loans are variable rate and
reprice frequently.

Income on investment securities decreased $1.6 mil-
lion for the year ended December 31, 2001 due to a
$7.7 million decrease in the average balance of invest-
ment securities along with a decrease in the vyield
earned on such securities from 6.27% for the year
ended March 31, 2001 to 5.66% for the year ended
December 31, 2001. The decline in average balance
was due to the Company’s reinvestment into other
higher yielding assets.

Interest income on mortgage-related securities de-
creased $0.9 million for the year ended December 31,
2001 compared to the year ended March 31, 2001 as a
result of a 14 basis point decrease in the yield earned to
6.28% for the year ended December 31, 2001 from
6.42% for the year ended March 31, 2001, reflecting
the decrease in market rates of interest experienced
during the calendar year. This decrease was partially
offset by an $1.5 million increase in the average bal-
ance of these securities. Income on investment and
mortgage-related securities decreased during calendar
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2001 as a result of the purchase of BOLI as well as the
Company’s emphasis on increasing its investment in
higher yielding commercial loan products instead of
securities.

Income on other interest-earning assets (consisting
primarily of interest on federal funds and dividends on
FHLB stock) decreased $3.6 million for the year ended
December 31, 2001 compared to the year ended
March 31, 2001. This decrease primarily reflects the
$2.9 million decline in interest on federal funds, over-
night deposits and other short-term investments as well
as a $0.7 million decrease in dividends on FHLB stock.

Interest expense on deposits decreased $15.7 million
or 9.3% to $152.6 million for the year ended Decem-
ber 31, 2001 compared to $168.2 million for the year
ended March 31, 2001. The decrease was primarily the
result of a 49 basis point decrease in the average rate
paid on deposits to 3.21% for the year ended Decem-
ber 31, 2001 compared to 3.70% for the year ended
March 31, 2001. The decrease in rates was attributable
to the introduction of a disciplined pricing strategy
which was effective in addressing the current interest
rate yield curve. This decrease was partially offset by a
$203.3 million increase in the average balance of de-
posits as a result of the Company’s continuing evolu-
tion of a retail banking sales culture focused on
increasing the amount of lower costing core deposits.
The average balance of core deposits increased
$277.4 million while the average balance of certificates
of deposit decreased $74.1 million for the twelve
months ended December 31, 2001 compared to the
twelve months ended March 31, 2001.

Interest expense on borrowings increased $4.6 mil-
lion or 6.0% to $82.8 million for the year ended De-
cember 31, 2001 compared to $78.2 million for the
year ended March 31, 2001. The increase was prima-
rily due to a $136.1 million increase in the average
balance of borrowings for the calendar vear ended
December 31, 2001 compared to the fiscal year ended
March 31, 2001. The increase in average borrowings
partially funded the growth in commercial mortgage
and business loan originations. Interest expense on
Trust Preferred Securities was $1.0 million for both
years ended December 31, 2001 and March 31, 2001.
The Trust Preferred Securities were assumed as part of
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

the Broad acquisition effective the close of business on
July 31, 1999,

Provision for Loan Lesses. The Company’s provi-
sion for loan losses increased by $7.1 million from
$1.4 million for the year ended March 31, 2001, to
$8.5 million for the year ended December 31, 2001.
The provision recorded reflected the Company’s in-
crease in non-accrual loans, the increase in classified
loans, the substantial increase in mortgage warehouse
advances, the continued emphasis on commercial
mortgage and business loan originations as well as the
recognition of an overall softening of the economy. To
date, the Company has not realized any direct credit
impairment as a result of the tragic events of Septem-
ber 11, 2001 but continues to monitor its portfolio
closely.

Non-performing assets as a percentage of total assets
increased to 61 basis points at December 31, 2001,
compared to 51 basis points at March 31, 2001. Non-
performing assets increased 28.6% to $46.2 million at
December 31, 2001, compared to $35.9 million at
March 31, 2001. The increase of $10.3 million was
primarily due to an increase of $10.2 million in non-
accrual loans, primarily commercial mortgage and bus-
iness loans, as well as a $0.3 million increase on loans
that are contractually past due 90 days or more as to
maturity, although current as to monthly principal and
interest payments. Included in the $46.0 million of
non-performing loans at December 31, 2001 were
$27.8 million of non-accrual loans and $18.1 million of
loans contractually past maturity but which are contin-
uing to pay in accordance with their original repay-
ment schedule. At December 31, 2001 and March 31,
2001, the allowance for loan losses as a percentage of
total non-performing loans was 170.0% and 201.2%,
respectively.

Nomn-Interest Income. Emphasis in fee-based in-
come continues to gain momentum throughout the
various divisions within the Company. Increasing non-
interest income has been an on-going strategic objec-
tive. As a result of the implementation of a variety of
initiatives, the Company experienced an $18.7 million,
or 48.9%, increase in non-interest income to $57.1 mil-
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lion for the year ended December 31, 2001, compared
to $38.3 million for the year ended March 31, 2001.

During calendar 2001, the Company recognized net
gains on sales of §3.1 million primarily from the sales
of $90.0 million of preferred securities. During the year
ended March 31, 2001, the Company recognized net
gains on sales of $3.4 million primarily from the sale of
the $35.7 million student loan portfolio and securities
sales of $72.1 million, the proceeds of which funded the
purchase of $100 million of BOLL

Income from mortgage-banking activities increased
$7.4 million to $12.9 million for the twelve months
ended December 31, 2001 compared to $5.5 million
for the twelve months ended March 31, 2001. Mort-
gage-banking activities for the year ended Decem-
ber 31, 200! reflected $8.3 million in gains and
$4.5 million of origination fees related to the sale of
multi-family residential loans in the secondary market.
During the quarter ended December 31, 2000, the
Company initiated a program to originate for sale
multi-family residential loans in the secondary market,
with the Company retaining servicing. During the cal-
endar year ended December 31, 2001, the Company
originated $597.1 million and sold $572.4 million of
such loans, recognizing a gain on sale of §5.3 million
and a related loan servicing asset of $3.0 million.
Under the terms of the sales program, the Company
retains a portion of the associated credit risk. At De-
cember 31, 2001, the Company’s maximurn potential
exposure related to secondary market sales to Fannie
Mae under this program was $67.2 million. This expo-
sure is currently being reviewed in conjunction with the
new contract negotiations and may be subject to a
downward revision for loans previously sold. Once es-
tablished, such amount would continue to increase as
long as the Company continues to sell loans under this
program to Fannie Mae. The Company retains this
level of exposure until the portfolio of loans are paid in
entirety or the Company funds claims by Fannie Mae
for the maximum loss exposure. As of December 31,
2001, the Company has not realized any losses related
to these loans. No provisions relating to this exposure
have been made based on the quality of the loans and
their continued performance. The Company will con-
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

tinue to emphasize this program as a means of increas-
ing non-interest income.

Service fees increased 30.5% to $30.5 million for the
calendar year ended December 31, 2001 compared to
the year ended March 31, 2001. These increases were
due to increased service fees on deposit accounts result-
ing from the growth in core deposits, particularly com-
mercial demand deposits, an increase in per unit
charges as well as the introduction in the June 2001
quarter of a debit card program. The increase in fee
income is also due to increased fees on the sales of
annuity funds as investors seck higher yielding invest-
ment opportunities.

Other non-interest income, consisting primarily of
income from the investment in BOLI and mortgage
prepayment fees, increased by $4.4 million to
$10.4 million for the year ended December 31, 2001,
compared to $6.0 million for the prior fiscal year ended
March 31, 2001. The Company recorded an increase
of approximately $3.2 million in income related to the
BOLI program for the year ended December 31, 2001
compared to the year ended March 31, 2001. Prior to
the purchase of BOLI during the quarter ended De-
cember 31, 2000, funds used to pay the $100 million
premium had been invested primarily in investment
securities, income from which was recognized in inter-
est income. Non-interest income was positively effected
by an increase in the level of mortgage prepayments
during calendar 2001 as general market rates of inter-
est decreased during the calendar year, resulting in
increased mortgage refinancing and higher mortgage
prepayment fees of $0.8 million. The Company also
recorded a $0.6 million refund from the FDIC on the
overassessment of 1992 deposit insurance premiums.
Non-Interest Expense. Non-interest expense, ex-
cluding amortization of goodwill, increased by
$13.9 million, or 10.0%, for the twelve months ended
December 31, 2001, as compared to the twelve months
ended March 31, 2001. This increase primarily reflects
increases of $11.1 million in compensation and em-
ployee benefit expense, $1.8 million in other non-inter-
est expense, $0.8 million in occupancy costs and
$0.6 million in amortization of intangibles. Partially
offsetting these mcreases were decreases of $0.3 million
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in advertising costs and §0.1 million in data processing
fees. Effective April 1, 2001, the Company adopted
SFAS No. 142 which resulted in discontinuing the
amortization of goodwill. As a result, amortization of
goodwill decreased by $10.8 million for the wwelve
months ended December 31, 2001 compared to the
twelve months ended March 31, 2001.

Total compensation and benefits increased by
$11.1 million for the twelve months ended Decem-
ber 31, 2001 to $74.0 million. The increase was com-
prised of increases in compensation of $4.9 million,
stock-related benefit plan costs of $3.5 million, incen-
tive pay of $2.7 million and post-retirement health care
costs of $1.5 million. These increases were partially
offset by a §1.2 million reduction to the value of de-
ferred compensation liability and $0.4 million reduc-
tion in pension
modification of the Company’s pension plan in the
second quarter of fiscal 2001. The additional compen-

expense, resulting from the

sation and incentive pay was primarily the result of the
continuation of building and expanding the Company’s
infrastructure. During calendar 2001, the Company
recruited several high level executives, including a
Chief Credit Officer and Chief Information Officer, to
add to senior management. In addition, the Company
increased the number of highly experienced senior
lenders to serve pre-existing markets and to expand
into neighboring geographical areas. The Company
also realized increases as a result of the expansion of
retail banking initiatives. These latter increases relate to
additional branch facilities and back office support as-
sociated with new business initiatives.

Occupancy costs increased by $0.8 million to
$23.1 million for the year ended December 31, 2001.
The increase was primarily the result of the expansion
of operations resulting from the opening of three de
novo branches opened during the last two quarters of
the year ended March 31, 2001 as well as the two de
novo branches opened during the nine months ended
December 31, 2001. The Company anticipates higher
annual operating costs as a result of the increased num-
ber of branch facilities resulting from the continuation
of the de novo branch expansion program. The Com-
pany currently expects to open approximately twelve
new branches in calendar 2002. '
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

The Company’s advertising expenses amounted to
$5.8 million and $6.1 million for the years ended De-
cember 31, 2001 and March 31, 2001, respectively.
The cost reflects the Company’s continued focus on
brand awareness through, in part, increased advertising
in print media, radio and direct marketing programs.

Amortization of goodwill decreased $10.8 million for
the twelve months ended December 31, 2001 as com-
pared to the twelve months ended March 31, 2001.
Effective April 1, 2001, the Company adopted SFAS
No. 142, which resulted in the discontinuation of the
amortization of goodwill. _

Amortization of intangible assets increased $0.6 mil-
lion during the twelve months ended December 31,
2001 as compared to the twelve months ended
March 31, 2001. The increase was due to the amorti-
zation of the premium incurred in the acquisition in
April 2001 of Summit Bank’s MBFG.

Other non-interest expense increased $1.7 million,
or 5.6%, to $33.6 million for the year ended Decem-
ber 31, 2001, compared to $31.9 million for the vear
ended March 31, 2001. These increases relate to addi-
tional branch facilities, the operation of the customer
call center and back office support associated with new
business initiatives. These expenses also include items
such as professional services, equipment expenses, of-
fice supplies, postage, telephone expenses and mainte-
nance and security.

Income Taxes. Income tax expense Increased
$7.5 million to $52.8 million for the year ended De-
cember 31, 200! compared to §45.3 million for the
year ended March 31, 2001. This increase was prima-
rily due to a $31.4 million increase in pre-tax income
to $138.8 million for the vear ended December 31,
2001 compared to $107.4 million for the year ended
March 31, 2001. However, offsetting the effect of such
increased taxable income was a decline in the Com-
pany’s effective tax rate for the twelve months ended
December 31, 2001 two 38.0%, compared to 42.2% for
the twelve months ended March 31, 2001. The de-
crease in the effective tax rate during the twelve
months ended December 31, 2001 compared to the
twelve months ended March 31, 2001 was attributable
to the adoption of SFAS No. 142, which discontinues
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the amortization of non-tax-deductible goodwill for
book purposes.

Net deferred tax assets decreased by $25.4 million to
$43.6 million at December 31, 2001, compared to
$69.0 million at March 31, 2001. The decrease was
primarily the result of a $29.8 million deferred tax
liability associated with the implementation of certain
tax strategies which change the timing of tax payments.
During the year ended December 31, 2001, the Com-
pany recorded a §7.9 million reduction to the valuation
allowance associated with the deferred tax asset reflect-
ing the fair market value of stock contributed to the
Foundation at its inception in March 1998 based on
current projections of the Company’s future net in-
come. The valuation allowance was established in the
year ended March 31, 2001 due to the possibility that
the deferred tax asset would not be fully utilized. How-
ever due to current projections, the Company reduced
the allowance due to the increased likelthood that a
greater amount of the deferred tax asset will be uti-
lized. The effect of the reduction of the valuation al-
lowance was to increase paid-in-capital.

The Company has identified the valuation of de-
ferred tax assets as a critical accounting policy. The
Company uses the liability method to account for in-
come taxes. Under this method, deferred tax assets and
liabilities are determined based on differences between
financial reporting and tax basis of assets and liabilities
and are measured using the enacted tax rates and laws
expected to be in effect when the differences are ex-
pected to reverse. The Company must assess the net
deferred tax asset and establish a valuation allowance
where realization of the asset is not considered “more
likely than not.”” The Company generally uses the ex-
pectation of future taxable income in evaluating the
need for a valuation allowance. Since the Company
has reported taxable income for Federal, state and local
income tax purposes in each of the past two years and
in management’s opinion, in view of the Company’s
previous, current and projected future earnings, such
net deferred tax asset is expected to be fully realized
except as described in the previous paragraph. See
Note 16 of the “Notes to Consolidated Financial State-
ments” set forth in Item 8 hereof.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Cash Earnings. stockholders’ equity
(stockholders’ equity less intangibles) totaled
$686.4 million at December 31, 2001 compared to
$614.2 million at March 31, 2001. ‘
Although reported earnings and return on equity are
traditional measures of a company’s performance, the

Tangible

Company believes that the change in tangible equity
and “cash earnings,” are also significant measures of a
company’s performance. Cash earnings exclude the
effects of various non-cash expenses, such as the amor-
tization for the allocation of shares held by the ESOP
and shares subject to grants made pursuant to the 1998
Recognition and Retention Plan (“Recognition Plan”)
and related tax benefit, as well as the amortization of
goodwill prior to the adoption of SFAS 142 and other
intangibles. In the case of tangible equity, these items
have either been previously charged to equity, as in the
case of ESOP and Recognition Plan charges, through
contra-equity accounts, or do not affect tangible equity,
such as the market appreciation of allocated ESOP
shares, for which the operating charge is offset by a
credit to additional paid-in capital, and amortization of
goodwill and other intangibles, for which the related
intangible asset has already been deducted in the calcu-
lation of tangible equity.

Cash earnings for the twelve months ended Decem-
ber 31, 2001 increased 19.0% to $106.0 million, com-
pared to $89.1 million for the year ended March 31,
2001. Cash earnings per diluted share increased 23.4%
to $1.95 for the twelve months ended December 31,
2001 compared to $1.58 for the twelve months ended
March 31, 2001.

Cash earnings include net income adjusted for the
amortization of goodwill and other intangibles and cer-
tain charges related to the Company’s stock-related
benefit plans net of tax. The Company believes the
reporting of cash earnings along with GAAP earnings
provides another measure of the Company’s operating
performance. The Company believes that cash earn-
ings and cash returns on average equity reflect the
Company’s ability to generate tangible capital that can
be leveraged for future growth.
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i The following table reflects the Company’s cash
earnings for the periods indicated as follows:

Twelve Months Ended

(Dollars In Thousands, December 31, March 31,
Except Per Share Data) 2001 2001
Net income $ 86,065 $62,036
Additional contributions to
stockholders’ equity:
Amortization of goodwill 3,594 14,344
Amortization of mntangibles 7,481 6,880
Amortization and appreciation
of stock-related benefit
plans, net of tax 8,866 5,840
Cash earnings $106,006 $89,100
Diluted cash earnings
per share $ 1.95 $ 1.58
Cash return on average equity 12.71% 10.91%
Cash efficiency ratio 43.50% 47.06%
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General. For the year ended March 31, 2001, the
Company reported a 22.2% increase in diluted earn-
ings per share to $1.10 compared to $0.90 for the year
ended March 31, 2000. Net income for fiscal 2001
increased 16.5% to $62.0 million compared to $53.2
million for fiscal 2000.

Net Interest Income. Net interest income increased
by $24.4 million or 12.3% to $223.2 million for the
fiscal year ended March 31, 2001 as compared to
$198.8 million for fiscal 2000. The increase was due to
a $68.2 million increase in interest income, partially
offset by a $43.8 million increase in interest expense.
The growth in net interest income primarily reflected
the $623.6 million increase in average interest-earning
assets resulting from the assets acquired in connection
with the July 1999 acquisition of Broad and the Janu-
ary 2000 acquisition of Statewide and, to a lesser ex-

tent, the growth of the commercial mortgage and
business loan portfolios. Net interest income in the
current year was also lower due to the BOLI invest-
ment. Changes in the cash surrender value of the
BOLI are recognized in other non-interest income.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Yor the vyear ended March 31, 2001, the Company’s
net interest margin increased to 3.51% from 3.47% for
the comparative fiscal period. The increase in net inter-
est margin for the 2001 period was attributable to the
addition of Broad’s higher yielding commercial loan
portfolio and the associated lower cost commercial de-
posit base, partially offset by interest rate compression
experienced during the period. Since the completion of
the Broad and Statewide acquisitions, the Company
has continued to concentrate on expanding its higher
yielding commercial mortgage and business loan port-
tolios rather than investing in securities. The margin
also reflected the Company’s use of $113.9 million of
its earning assets to fund its open market stock repur-
chase programs (pursuant to which 8.2 million shares
were repurchased in the year ended March 31, 2001).

The Company’s interest rate spread increased to
3.23% for the year ended March 31, 2001 compared to
3.06% for the year ended March 31, 2000. The net
interest rate spread increased by 17 basis points reflect-
ing the shift in the asset/liability composition to higher
vielding assets, principally commercial business loans
and mortgage warehouse lines of credit, and the lower
cost of liabilities, resulting in part from the assets and
deposits obtained in the acquisitions of Broad and
Statewide.

Interest income increased by $68.2 million, or
16.9%, to $470.7 million for the fiscal vear ended
March 31, 2001 compared to fiscal 2000. This increase
is primarily due to the $623.6 million increase in the
average balance of the Company’s interest-earning as-
sets, combined with a 39 basis point increase in the
weighted average yield, from 7.02% for fiscal 2000 to
7.41% for fiscal 2001.

Interest income on loans increased $82.5 million due
to a $936.2 million increase in the average balance of
loans as well as a 25 basis point increase in the yield
earned on loans from 7.40% for the fiscal 2000 period
to 7.60% for the fiscal 2001 period. The increase in
average balance is due to $2.87 billion of loan origina-
tions for portfolio retention in fiscal 2001 partially off-
set by loan repayments of $2.26 billion. The increase in
yield was primarily due to the increased investment in
higher yielding commercial mortgage and business
loans.

Income on investment securities decreased $5.0 mil-
lion for the fiscal year ended March 31, 2001 due to a
$120.9 million decrease in the average balance of in-
vestment securities, partially offset by an increase in the
vield earned on such securities from 5.45% for fiscal
2000 to 6.27% for fiscal 2001.

Interest income on mortgage-related securities de-
creased $9.7 million during the year ended March 31,
2001 compared to the year ended March 31, 2000 as a
result of a $159.0 million decrease in the average bal-
ance of these securities. This decrease was partially
offset by a six basis point increase in the yield earned to
6.42% for fiscal 2001 from 6.36% for fiscal 2000, re-
flecting the increase in market rates of interest exper-
ienced during the first three quarters of the fiscal year.
Income on investment and mortgage-related securities
decreased during fiscal 2001 as a result of the BOLI
investment as well as the Company’s emphasis on in-
vesting in higher yielding commercial loan products
instead of securities.

Income on other interest-earning assets (consisting
primarily of interest on federal funds and dividends on
FHLB stock) increased $0.4 million in fiscal 2001 com-
pared to fiscal 2000. This increase primarily reflects the
$1.4 million increase in dividends on FHLB stock par-
tially offset by $1.0 million decline in interest on federal
funds, and other
investments.

overnight deposits short-term

Interest expense increased $43.8 million or 21.5% to
$247.5 million for the year ended March 31, 2001
compared to $203.7 million for the year ended
March 31, 2000. The increased FHLB borrowings re-
sulted in additional interest expense of $14.0 million.
Interest paid on deposits increased by $29.5 million for
the year ended March 31, 2001 due to the $576.3
million increase in the average balance of deposits,
primarily as a result of the acquisitions of Broad and
Statewide, and a 20 basis point increase in the average
rate paid on deposits to 3.70% for fiscal 2001 com-
pared to 3.50% for fiscal 2000. Interest expense on
Trust Preferred Securities was $1.0 million and
$0.7 million for fiscal 2001 and 2000, respectively. The
Trust Preferred Securities were assumed as part of the
Broad acquisition.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Provision for Loan Losses. The Company’s provi-
sion for loan losses decreased by $8.4 million, or
85.8%, from $9.8 million for the fiscal year ended
March 31, 2000, to §1.4 million for the fiscal year
ended March 31, 2001. The decrease in the provision
primarily reflected management’s assessment of the
loss inherent in the Company’s portfolio. Non-per-
forming assets as a percentage of total assets increased
to 51 basis points at March 31, 2001, compared to 40
basis points at March 31, 2000. Non-performing assets
increased 35.8% to $35.9 million at March 31, 2001,
compared to $26.4 million at March 31, 2000. The
increase of $9.5 million was primarily due to an in-
crease of $6.2 million on loans that are contractually
past due as to maturity, although current as to monthly
principal and interest payments and $5.4 million in-
crease in non-accrual loans, primarily commercial busi-
ness loans. Included in the $35.6 million of non-
performing loans at March 31, 2001 were $17.8 mil-
lion of loans contractually past maturity but which are
continuing to pay in accordance with their original
schedule. At March 31, 2001 and
March 31, 2000, the allowance for loan losses as a
percentage of total non-performing loans was 201.2%
and 266.7%, respectively.

repayment

Non-Interest Income.
come has been an on-going strategic objective. As a
result of the implementation of a variety of initiatives,
the Company experienced a $21.4 million, or 126.6%,
increase in non-interest income to $38.3 million for the
year ended March 31, 2001, compared to $16.9 mil-
lion for the year ended March 31, 2000.

During fiscal 2001, the Company recognized net
gains of $3.4 million primarily from the sale of the
$35.7 million student loan portfolio and securities sales
of $72.1 million, the proceeds of which funded in part
the $100 million investment in BOLL

Income from mortgage-banking activities of
$5.5 million for fiscal 2001 includes $3.6 million in
gains and $1.3 million of origination fees related to the

Increasing non-interest in-

sale of multi-family residential loans in the secondary
market. During fiscal 2001, the Company implemented
a new program of originating multi-family residential
loans specifically for sale in the secondary market with

ANNUAL REPORT 2001

R

servicing retained by the Bank. During fiscal 2001, the
Company sold $509.9 million (of which $249.9 million
was originated for sale) of such loans, recognizing a
related loan servicing asset of $2.0 million at March 31,
2001. The Company intends to continue emphasizing
this program as a means of increasing non-interest
income.

Service fees increased 71.9% to $23.4 million for the
year ended March 31, 2001 compared to fiscal 2000.
These increases were due to increased banking and
service fees from the core and expanded branch net-
work resulting from the acquisitions of Broad and
Statewide.

Other non-interest income, consisting primarily of
income from the BOLI investment and mortgage pre-
payment fees, increased by $1.0 million to $6.0 million
for the year ended March 31, 200!, compared to
$5.0 million for the prior fiscal year. The Company
recorded approximately $2.7 million in income related
to the BOLI investment for the year ended March 31,
2001. Prior to the investment in BOLI, the $100 mil-
lion premium was initially invested in investment secu-
rities, income from which was recognized in interest
income. Non-interest income was adversely effected by
a decline in the level of mortgage prepayments during
fiscal 2001 as general market rates of interest increased
during the majority of the year ended March 31, 2001,
resultingin reduced mortgage refinancing and lower
mortgage prepayment fees of §2.1 million.

Non-Interest Expense. Non-interest expense in-
creased $32.9 million or 27.5% to $152.8 million for
the fiscal year ended March 31, 2001, from $119.9 mil-
hon for fiscal 2000. This increase primarily reflects
increases of $11.2 million in compensation and em-
ployee benefit expense, $5.7 million in occupancy costs,
$1.4 million in advertising costs, $1.0 million in data
processing fees, $6.6 million in amortization of good-
will and $7.1 million in other non-interest expense.
Total salaries and benefits increased by $11.2 million
in fiscal 2001 to $62.9 million. The increase was due to
increased compensation of $10.3 million, increased
stock-related benefit plan costs of $1.1 million and in-
creased medical insurance and post-retirement health
care costs of $2.2 million resulting from staff additions
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (ontinued)

due to the Statewide and Broad acquisitions. Included
in the increased compensation was a $0.7 million ad-
justment to the value of deferred compensation invest-
ments. This increase was partially offset by a
$3.3 million reduction in pension expense, resulting
from the pension plan amendments adopted in the
second quarter of fiscal 2001,

Occupancy costs increased by $5.7 million to
$22.3 million in fiscal 2001, primarily reflecting the
expansion of operations resulting from the acquisitions
of Broad and Statewide. The Company anticipates
higher annual operating costs as a result of the in-
creased number of branch facilities resulting from the
three de novo branches opened during fiscal 2001. In
addition, the Company currently expects to open three
new branches by March 31, 2002.

Data processing fees increased by $1.0 million or
12.8%, to $8.4 million during the fiscal year ended
March 31, 2001 as compared to $7.5 million during
the fiscal year ended March 31, 2000. The increase
was a result of additional costs associated with the
expanded operations resulting from the Broad and
Statewide acquisitions, costs associated with the new
customer call center, partially offset by the lack of any
Year 2000 transition costs.

The Company’s advertising expenses amounted to
$6.1 million and $4.7 million for the fiscal years ended
March 31, 2001 and 2000, respectively. The increase
reflects the Company’s continued focus on brand
awareness through, in part, increased advertising in
print media, radio and direct marketing programs.

Amortization of goodwill increased $6.6 million, or
84.4%, to $14.3 million for fiscal 2001, compared to
$7.8 million for fiscal 2000. The increase reflected a
full year effect in fiscal 2001 of the amortization of the
goodwill incurred in the Broad and Statewide acquisi-
tions compared to amortization of eight months for
Broad and three months for Statewide in fiscal 2000.

Other non-interest expense includes items such as
equipment expenses, office supplies, postage, telephone
expenses, maintenance and security services contracts
and professional fees. Other non-interest expense in-
creased $7.1 million, or 28.8%, to $31.9 million for the
fiscal year ended March 31, 2001, compared to
$24.7 million for fiscal 2000, primarily due to addi-

tional expenses associated with the expansion of opera-
tions resulting from the acquisitions of Broad and
Statewide as well as costs associated with the internal
growth of the Company’s infrastructure, including
three new branch facilities, a new customer call center
and expanded lending activities.

Income Taxes. Income tax expense increased $12.5
million to $45.3 million for the year ended March 31,
2001 compared to $32.8 million in fiscal 2000, This
increase was primarily due to a $21.3 million increase
in pre-tax income to $107.4 milion for fiscal 2001
compared to $86.0 million in fiscal 2000. In addition,
the Company’s effective tax rate for the year ended
March 31, 2001 was 42.2%, compared to 38.1% for
the vear ended March 31, 2000. The increase in the
effective tax rate during fiscal 2001 compared to fiscal
2000 was attributable to the increase in the amortiza-
tion of intangibles, which is non-deductible for tax
purposes.

Net deferred tax assets decreased by $18.9 million to
$69.0 million at March 31, 2001, compared to
$87.9 million at March 31, 2000. The decrease was
primarily the result of a $24.4 million reduction in the
deferred tax asset related to securities available-for-sale
as a result of a decrease in the aggregate unrealized loss
on such securities. During fiscal 2001 the Company
recorded a $17.2 million adjustment of the deferred tax
asset reflecting the fair market value of stock contrib-
uted to the Foundation at its inception in March 1988.
A $12.5 million valuation allowance was established
due to the possibility that the deferred tax asset would
not be fully utilized. See Note 14 of the “Notes to
Consolidated Financial Statements” set forth in Item 8
hereof. '

Cash Earnimgs. Tangible stockholders’ equity
(stockholders’ equity less intangibles) totaled
$614.2 million at March 31, 200! compared to
$613.8 million at March 31, 2000.

Cash earnings for fiscal 2001 increased 21.3% to
$89.1 million, compared to $73.4 million for the prior
fiscal year. Cash earnings per diluted share increased
27.4% to $1.38 for fiscal 2001 compared to $1.24 for
fiscal 2000. Cash earnings include net income adjusted
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

for the amortization of goodwill and other intangibles
and certain charges related to the Company’s stock-
related benefit plans net of tax. The Company believes
the reporting of cash earnings along with GAAP earn-
ings provides another measure of the Company’s oper-
ating performance.

Although reported earnings and return on equity are
traditional measures of a company’s performance, the
Company believes that the change in tangible equity,
or “cash earnings,” is also a significant measure of a
company’s performance. Cash earnings exclude the
effects of various non-cash expenses, such as the amor-
tization for the allocation of shares held by the ESOP
and the Recognition Plan and related tax benefit, as
well as the amortization of goodwill and other in-
tangibles. In the case of tangible equity, these items
have either been previously charged to equity, as in the
case of ESOP and Recognition Plan charges, through
contra-equity accounts, or do not affect tangible equity,
such as the market appreciation of allocated ESOP
shares, for which the operating charge is offset by a
credit to additional paid-in capital, and amortization of
goodwill and other intangibles, for which the related
intangible asset has already been deducted in the calcu-
lation of tangible equity.

The Company believes that cash earnings and cash
returns on average equity reflect the Company’s ability
to generate tangible capital that can be leveraged for
future growth.
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The following table reflects the Company’s cash
earnings for the periods indicated as follows:

(Dollars In Thousands, Year Ended March 31,

Except Por Share Data) 200) 2000
Net income $62,036 $53,246
Additional contributions to
stockholders’ equity:
Amortization of goodwill
and other intangibles 21,224 14,613
Amortization and
appreciation of stock-
related benefit plans,
net of tax ' 5,840 5,572
Cash earnings $89,100 §73,431
Diluted cash earnings
per share $ 1.58 $ 124
Cash return on average
equity 10.91% 8.98%
Cash efficiency ratio 47.06% 44.27%

Asset and Liability Management

General. The Company’s asset and liability manage-
ment strategy 1s established by the Asset/Liability
Committee of the Company and reviewed and ap-
proved by the Company’s Board of Directors periodi-
cally. The Asset/Liability Committee meets weekly.
Currently, the Company manages the imbalance be-
tween its interest-earning assets and interest-bearing
liabilities within shorter maturities to ensure that such
relationships are within acceptable ranges given the
Company’s business strategies and objectives and its
analysis of market and economic conditions. The abil-
ity to maximize net interest income is largely depen-
dent upon the achievement of a positive interest rate
spread that can be sustained during fluctuations in
prevailing interest rates. Interest rate sensitivity is a
measure of the difference between amounts of interest-
earning assets and interest-bearing liabilities which ei-
ther reprice or mature within a given period of time.
The difference, or the interest rate repricing “gap”
provides an indication of the extent to which an institu-
tion’s interest rate spread will be affected by changes in
interest rates.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (wontinued)

Discussion of Market Risk. As a financial institu-
tion, the Company’s primary component of market risk
is interest rate volatility and the slope of the yield curve.
Fluctuations in interest rates will ultimately impact
both the level of income and expense recorded on a
large portion of the Company’s assets and liabilities,
and the market value of all interest-earning assets,
other than those which possess a short term to matur-
ity. All significant interest rate risk management proce-
dures are performed at the Company level. Based upon
the Company’s nature of operations, the Company is
not subject to foreign currency exchange or commodity
price risk. The Company’s various loan portfolios, con-
centrated primarily within the greater New York City
metropolitan area (which includes parts of northern
New Jersey and Southern Connecticut), is subject to
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risks associated with the local economy. The Company
does not own any trading assets.

The Company’s strategies to manage interest rate
risk include (i) increasing the interest sensitivity of its
mortgage loan portfolio through the use of adjustable-
rate loans or relatively short-term (primarily five years)
balloon loans, (i) originating relatively short-term or
variable-rate consumer and commercial business loans,
including warehouse lines of credit (iii) investing in
securities, primarily mortgage-related instruments with
maturities or estimated average lives of less than five
years, (iv) promoting stable savings, demand and other
transaction accounts, (v) maintaining a strong capital
position and (vi) maintaining a relatively high level of
liquidity and/or borrowing capacity.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Management believes that the assumptions utilized
by it to evaluate the exposure of the Company’s opera-
tions to changes in interest rates approximate actual
experience and considers them reasonable; however,
the cash flows of the Company’s assets and liabilities in
the above table could vary substantially if different
assumptions were used or actual experience differs
from the historical experience on which the cash flows
are based.

Although market risk disclosure is a useful measure-
ment and contributes toward effective asset and habil-
ity management, it is difficult to predict the effect of
changing interest rates based solely on that measure.
An alternative methodology is to estimate the change
in the Company’s net portfolio value (“NPV”) over a
range of interest rate scenarios.

NPV is defined as the net present value of the ex-
pected future cash flows of an entity’s assets and liabili-
ties and, therefore, theoretically represents the market
value of the Company’s net worth. Increases in the
value of assets will increase the NPV whereas decreases
in value of assets will decrease the NPV. Conversely,
increases in the value of liabilities will decrease NPV
whereas decreases in the value of liabilities will increase
the NPV. The changes in value of assets and liabilities
due to changes in interest rates reflect the interest rate
sensitivity of those assets and liabilities as their values
are derived from the characteristics of the asset or
liability (i.e. fixed rate, adjustable rate, caps, floors)
relative to the interest rate environment. For example,
in a rising interest rate environment, the fair value of a
fixed-rate asset will decline whereas the fair value of an
adjustable-rate asset, depending on its repricing char-
acteristics, may not decline. In a declining interest rate
environment, the converse may be true.

The NPV ratio, under any interest rate scenario, is
defined as the NPV in that scenario divided by the
market value of assets in the same scenario. The model
assumes estimated loan prepayment rates and reinvest-
ment rates similar to the Company’s historical experi-
ence. The following sets forth the Company’s NPV as
of December 31, 2001.
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NPV as % of
Portfolio Value
Change Net Portfolio Value of Assets
(in basis Change
peints) in in
Interest $ NPV % NPV
Rates Amount Change Change Ratic Ratio
(Dollars In Thousands)
+300 $ 960,006 $(72,559)  (7.03)% 13.30% (0.04)%
+200 990,170 (42,395) (4.11) 1340  0.06
+100 1,018,862 (13,703)  (1.33) 13.46 0.12
0 1,032,565 — — 13.34 —
-100 1,051,683 19,118 1.85 13.31 (0.03)

As of December 31, 2001, the Company’s NPV was
$1.03 billion, or 13.34% of the market value of assets.
Following a 200 basis point assumed increase in interest
rates, the Company’s “post shock” NPV was estimated
to be $990.2 million, or 13.40% of the market value of
assets reflecting an increase of 0.06% in the NPV ratio.

As of March 31, 2001, the Company’s NPV was
$854.3 million, or 12.12% of the market value of as-
sets. Following a 200 basis point assumed increase in
interest rates, the Company’s “post shock” NPV was
estimated to be $698.3 million, or 10.55% of the mar-
ket value of assets. The change in the NPV ratio was
negative 1.57%.

Certain shortcomings are inherent in the methodol-
ogy used in the above interest rate risk measurements.
Modeling changes in NPV require the making of cer-
tain assumptions which may or may not reflect the
manner in which actual yields and costs respond to
changes in market interest rates. In this regard, the
NPV table presented assumes that the composition of
the Company’s interest sensitive assets and liabilities
existing at the beginning of a period remains constant
over the period being measured and also assumes that
a particular change in interest rates is reflected uni-
formly across the yield curve regardless of the duration
to maturity or repricing of specific assets and liabilities.
Accordingly, although the NPV table provides an indi-
cation of the Company’s interest rate risk exposure at a
particular point i time, such measurements are not
intended to and do not provide a precise forecast of the
effect of changes in market interest rates on the Com-
pany’s net interest income and will differ from actual
results.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (confinued)

Regulatory Capital Reguirements

The Bank is subject to minimum regulatory capital
requirements imposed by the FDIC which vary accord-
mng to an institution’s capital level and the composition
of its assets. An insured institution is required to main-
tain core capital of not less than 3.0% of total assets
plus an additional amount of at least 100 to 200 basis
points (“leverage capital ratio”). An insured institution
must also maintain a ratio of total capital to risk-based
assets of 8.0%. Although the minimum leverage capital
ratio is 3.0%, the Federal Deposit Insurance Corpora-
tion Improvement Act of 1991 stipulates that an insti-
tution with less than a 4.0% leverage capital ratio is
deemed to be an “undercapitalized” institution which
results in the imposition of certain regulatory restric-
tions. See Note 15 of the “Notes to Consolidated Fi-
nancial Statements” set forth in Item 8 hereof for a
discussion of the Bank’s regulatory capital require-
ments and compliance therewith at December 31,
2001 and March 31, 2001.

Liquidity and Commitments

The Company’s liquidity, represented by cash and
cash equivalents, is a product of its operating, investing
and financing activities. The Company’s primary
sources of funds are deposits, the amortization, prepay-
ment and maturity of outstanding loans, mortgage-
related securities, the maturity of debt securities and
other short-term investments and funds provided from
operations. While scheduled payments from the amor-
tization of loans, mortgage-related securities and ma-
turing debt securities and short-term investments are
relatively predictable sources of funds, deposit flows
and loan prepayments are greatly influenced by gen-
eral interest rates, economic conditions and competi-
tion. In addition, the Company invests excess funds in
federal funds sold and other short-term interest-earn-
ing assets that provide liquidity to meet lending re-
quirements. Prior to fiscal 1999, the Company
generated sufficient cash through its deposits to fund its
asset generation, using borrowings from the FHLB of
New York only to a limited degree as a source of funds.
However, due to the Company’s increased focus on
expanding its commercial mortgage and business loan

portfolios, the Company has increased its FHLB bor-
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rowings to $1.68 billion at December 31, 2001, from
$1.31 billion at March 31, 2001. The amount of such
borrowings have ranged from §56.0 million at
March 31, 1996 to $1.68 billion at December 31, 2001.
See Note 10 of the “Notes to Consolidated Financial

" Statements” set forth in Item 8 hereof.

Liquidity management is both a daily and long-term
function of business management. Excess liquidity is
generally invested in short-term investments such as
tederal funds sold, U.S. Treasury securities or preferred
securities. On a longer term basis, the Company main-
tains a strategy of investing in its various lending prod-
ucts. The Company uses its sources of funds primarily
to meet its ongoing commitments, to pay maturing
certificates of deposit and savings withdrawals, fund
loan commitments and maintain a portfolio of mort-
gage-related securities and investment securities. At
December 31, 2001, there were outstanding commit-
ments and unused lines of credit by the Company to
originate or acquire mortgage loans aggregating
$144 .4 million, consisting primarily of fixed and adjust-
able-rate multi-family residential loans and fixed-rate
commercial real estate loans, which are expected to
close during the twelve-months ended December 31,
2002. At December 31, 2001, outstanding commit-
ments for other loans totaled $61.4 million, primarily
comprised of home equity loans and lines of credit. In
addition, at December 31, 2001, unused commercial
business lines of credit and warehouse mortgage lines
of credit outstanding were $266.8 million and $168.7
million, respectively. Certificates of deposit scheduled
to mature in one year or less at December 31, 2001
totaled $1.64 billion or 88.6% of total certificates of
deposit. Based on historical experience, management
believes that a significant portion of maturing deposits
will remain with the Company. The Company antici-
pates that it will continue to have sufficient funds, to-
gether with borrowings, to meet its current
commitments.

Following the completion of the Conversion, the
Holding Company’s principal business was that of its
subsidiary, the Bank. The Holding Company invested
50% of the net proceeds from the Conversion in the
Bank and initially invested the remaining proceeds in
short-term securities and money market investments.
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

The Bank can pay dividends to the Holding Company
to the extent such payments are permitted by law or
regulation, which serves as an additional source of
liquidity. ‘

The Holding Company’s liquidity is available to,
among other things, fund acquisitions, support future
expansion of operations or diversification into other
banking related businesses, pay dividends or repur-
chase its common stock.

Restrictions on the amount of dividends the Holding
Company and the Bank may declare can affect the
Company’s liquidity and cash flow needs. Under Dela-
ware law, the Holding Company is generally limited to
paying dividends to the extent of the excess of net
assets of the Holding Company (the amount by which
total assets exceed total liabilities) over its statutory
capital or, if no such excess exists, from its net profits
for the current and/or immediately preceding year,

The Bank’s ability to pay dividends to the Holding
Company is also subject to certain restrictions. Under
the New York Banking Law, dividends may be de-
clared and paid only out of the net profits of the Bank.
The approval of the Superintendent of Banks of the
State of New York is required if the total of all divi-
dends declared in any calendar year will exceed the net
profits for that year plus the retained net profits of the
preceding two vears, less any required transfers. In
addition, no dividends may be declared, credited or
paid if the effect thereof would cause the Bank’s capital
to be reduced below the amount required by the Su-
perintendent or the FDIC.

In January 2002, the Bank requested (and received)
approval of the distribution to the Holding Company
of an aggregate of $50.0 million. In December 2000,
the Bank requested (and received) approval of the dis-
tribution to the Holding Company of an aggregate of
$25.0 million, of which $6.0 million had been distrib-
uted as December 31, 2001. In addition, during fiscal
2000, the Bank requested {and received) approval of or
non-chjection to the distribution to the Holding Com-
pany of an aggregate of $285.0 million. Of this
amount, §14.0 million, $95.0 million and $176.0 mil-
lion was distributed to the Holding Company during
the nine months ended December 31, 2001 and the
years ended March 31, 2001 and 2000, respectively.
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The distributions were primarily used by the Holding
Company to fund the cash portion of the merger con-
sideration paid in the Broad and Statewide acquisitions
as well as the Holding Company’s open market stock
repurchase programs.

Impact of Inflation and Changing Prices

The consolidated financial statements and related fi-
nancial data presented herein have been prepared in
accordance with GAAP, which requires the measure-
ment of financial position and operating results in
terms of historical dollars, without considering changes
in relative purchasing power over time due to inflation.
Unlike most industrial companies, virtually all of the
Company’s assets and liabilities are monetary in na-
ture. As a result, interest rates generally have a more
significant impact on a financial institution’s perform-
ance than does the effect of inflation.

Impact of New Accounting Pronouncements

Accounting for Derivaiive Instruments
and Hedging Activities
In June 1998, the FASB issued Statement of Financial
Accounting Standards No. 133, “Accounting for De-
rivative Instruments and Hedging Activities” (“SFAS
No. 133”). SFAS No. 133 establishes accounting and
reporting standards for derivative instruments and for
hedging activities. SFAS No. 133 requires an entity to
recognize all derivatives as either assets or labilities in
the statement of financial condition and measure those
instruments at fair value. The accounting for changes
in the fair value of a derivative (unrealized gains and
losses) depends on the intended use of the derivative
and the resulting designation. In June 1999, the FASB
issued Statement of Financial Accounting Standards
No. 137, “Accounting for Derivative Instruments and
Hedging Activities—Deferral of the Effective Date of
FASB Statement No. 133.” (“SFAS No. 137”). SFAS
No. 137 deferred the effective date of SFAS No. 133
from fiscal quarters of fiscal years beginning after
June 15, 1999 to June 15, 2000. SFAS No. 133 does not
require restatement of prior periods.

In June 2000, the FASB issued Statement of Finan-
cial Accounting Standards No. 138, “Accounting for
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ITEM 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

Certain Derivative Instruments and Certain Hedging
Activities—an amendment of FASB Statement
No. 133” (*SFAS No. 138”). SFAS No. 138 amends
the accounting and reporting standards of SFAS
No. 133 for certain derivative instruments and certain
hedging activities. SFAS No. 138 was adopted concur-
rently with SFAS No. 133.

The implementation of SFAS No. 133 and SFAS
138 did not have an impact on the Company’s finan-
cial condition or results of operations.

Accounting for Transfers and Servicing of Finan-
cial Assets and Extinguishments of Liabilities

In September 2000, the FASB issued Statement of Fi-
nancial Accounting Standards No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extin-
guishments of Liabilities” (“SFAS No. 1407), that re-
places, in its entirety SFAS No. 125, “Accounting for
Transfers and Servicing of Financial Assets and Extin-
guishments of Liabilities” (“SFAS No. 125”). SFAS
No. 140 revises the standards for accounting for securi-
tizations and other transfers of financial assets and col-
lateral and requires certain additional disclosures, but it
carries over most of SFAS No. 125’s provisions without
reconsideration. SFAS No. 140 is effective for transfers
and servicing of financial assets and extinguishments of
Liabilities occurring after March 31, 2001. SFAS No. 140
is effective for recognition and reclassification of collat-
eral and for disclosures relating to securitization transac-
tions and collateral for fiscal years ending after
December 15, 2000. The Company’s implementation of
SFAS No. 140 did not have a material effect on the
Company’s financial condition or results of operations.

Goodwill and Other Intangible Assets
In July 2001, the FASB issued SFAS No. 142. SFAS
No. 142 addresses the initial recognition and measure-
ment of intangible assets acquired individually or as
part of a group of other assets not constituting a busi-
ness combination (SFAS No. 141 addresses the initial
recognition and measurement of goodwill and other
intangible assets acquired in a business combination).
Effective April 1, 2001, the Company adopted SFAS
No. 142, which resulted in discontinuing the amortization

of goodwill. Under the Statement, goodwill will be in- | ments
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stead carried at its book value as of April 1, 2001 and any
future impairment of goodwill will be recognized as either
a change In accounting principle (with respect to the
transitional impairment test conducted within six months
of adoption) or as non-interest expense in the period of
impairment. However, under the terms of the Statement,
identifiable intangibles (such as core deposit premiums)
with identifiable lives will continue to be amortized.
The Company’s goodwill totaled $185.2 million at
December 31, 2001 and March 31, 2001. The Com-
pany did not recognize an impairment loss as a result
of its transitional impairment test of existing goodwill.
The Company will test the value of its goodwill at least
annually. See Note 7 of the “Notes to Consolidated
Financial Statements” set forth in Item 8 hereof.

Accounting for Asset Retirement Obligations

In August 2001, the FASB issued Statement of Financial
Accounting Standards No. 143 “Accounting for Asset
Retirement Obligations” (“SFAS No. 1437). SFAS
No. 143 requires that the retirement obligations for tan-
gible long-lived assets be recorded as liabilities at their
fair value when they are incurred. Correspondingly, the
same retirement costs are capitalized as part of the car-
rying amount of the assets and subsequently amortized
into expense. The prescribed accounting will change the
current practice of presenting the retirement obligation
as a contra-asset. The Company does not anticipate the
adoption of SFAS No. 143, which will take effect on
January 1, 2003, will have a material effect on the Com-
pany’s financial condition or results of operations.

Accounting for Impairment or Disposal of
Long-Lived Assets

In August 2001, the FASB issued Statement of Finan-
cial Accounting Standards No. 144 “Accounting for
the Impairment or Disposal of Long-lived Assets”
(“SFAS No. 144). SFAS No. 144 establishes more
stringent criteria than those currently in place for de-
termining when a long-lived asset is held for sale. It
also broadens the definition of *discontinued opera-
tions,” but does not allow for the accrual of future
operating losses as was previously permitted. The pro-
visions of SFAS No. 144 are effective for financial state-
issued for fiscal

years beginning after
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ITEM 7. Management’s Discussion and Analysis of
Financial CGondition and Results of Operations (continued)

December 15, 2001, and, generally, are to be applied prospectively. The implementation of SFAS No. 144 is not
expected to have a material effect on the Company’s financial condition or results of operations.
ITEM 7a. Quantitative and Qualitative Disclosures about Market Risk

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations-Asset and
Liability Management” in Item 7 hereof.
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ITEM 8. Financial Statements and Supplementary Data

REPORT CF INDEPENDENT AUDITORS

The Board of Directors
Independence Community Bank Corp.

We have audited the accompanying consolidated statements of financial condition of Independence Community
Bank Corp. (the “Company”) as of December 31, 2001 and March 31, 2001, and the related consolidated
statements of operations, changes in stockholders’ equity and cash flows for the nine months ended December 31,
2001 and for each of the two years in the period ended March 31, 2001. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits. ’

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Independence Community Bank Corp. at December 31, 2001 and March 31, 2001 and the
consolidated results of its operations and its cash flows for the nine months ended December 31, 2001 and for each
of the two years in the period ended March 31, 2001, in conformity with accounting principles generally accepted
in the United States.

As discussed in Notes 3 and 7 to the consolidated financial statements, the Company adopted Statement of
Financial Accounting Standards No. 142 during the nine months ended December 31, 2001.

/s/ ERNST & Young, LLP
Ernst & Young, LLP

New York, New York
February 5, 2002
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Independence Community Bank Corp.

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31, March 31,
(In Thousands, Except Share Data) 2001 2001
Assets:
Cash and due from banks—interest-bearing $ 101,181 $ 144576
Cash and due from banks—non-interest-bearing 106,452 107,786
Federal funds sold — 25,400
Total cash and cash equivalents 207,633 277,762
Securities available-for-sale:
Investment securities (82,320 and $139,186 pledged to creditors, respectively) 125,803 201,198
Mortgage-related securites ($695,973 and $529,744 pledged to creditors, respectively) 902,181 720,549
Total securities available-for-sale 1,027,994 921,747
Mortgage loans on real estate 4,592,530 4,467,984
Other loans 1,285,601 793,457
Total loans 5,878,131 5,261,441
" Less: allowance for possible loan losses 78,239) 71,716)
Total loans, net 5,799,892 5,189,725
Premises, furniture and equipment, net 81,289 84,728
Accrued interest receivable 37,436 37,119
Goodwill 185,161 185,161
Intangible assets, net 8,981 13,833
Other assets 276,412 300,792
Total assets $7,624,798 $7,010,867
Liabilities and Stockholders’ Equity:
Deposits $4,794,775 $4,666,057
Borrowings 1,682,788 1,309,293
Company-obligated mandatorily redeemable cumulative trust preferred securities of a
subsidiary trust holding solely junior debentures of the Company 11,067 11,067
Escrow and other deposits 38,361 72,152
Accrued expenses and other liabilities 217,274 139,142
Total liabilities 6,744,265 6,197,711

Stockholders’ equity:

Common stock, $.01 par value: 125,000,000 shares authorized, 76,043,750 shares
issued; 58,372,560 and 59,128,845 shares outstanding at December 31, 2001 and

March 31, 2001, respectively 760 760
Additional paid-in-capital 734,773 723,418
Treasury stock at cost: 17,671,190 and 16,914,905 shares at December 31, 2001 ’

and March 31, 2001, respectively (247,184) (230,012)
Unallocated common stock held by ESOP (79,098) (82,805)
Non-vested awards under Recognition-and Retention Plan (17,641) (22,744)
Retained earnings, substantially restricted 480,074 425,016
Accumulated other comprehensive income (loss):

Net unrealized gain (loss) on securities available-for-sale, net of tax 8,849 477)

Total stockholders’ equity 880,533 813,156

Total liabilities and stockholders’ equity $7,624,798 $7,010,867

See accompanying notes to consolidated financial statements.
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Independence Community Bank Corp.
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Nine
Months Ended

For the Twelve
Months Ended

For the Year Ended

December 31, December 31, March 31,
(In Thousands, Except Per Share Amounts) 2001 2001 2001 2000
(audited) (unaudited) (audited) (audited)
Interest income:
Mortgage loans on real estate $255,735 $344,085 $343,595 $290,566
Other loans 55,196 69,876 52,294 22,867
Investment securities 7,794 19,750 12,399 17,350
Mortgage-related securities 36,306 48,075 48,993 58,714
Other 1,175 __ 5835 13,421 12,989
Total interest income 362,206 482,621 470,702 402,486
Interest expense:
Deposits 109,425 152,551 168,228 138,769
Borrowings 62,415 82,843 78,182 64,163
Trust preferred securities 786 1,048 1,047 728
Total interest expense 172,626 236,442 247457 203,660
Net interest income 189,580 246,179 223,245 198,826
Provision for loan losses 7,875 8,475 1,392 9,817
Net interest income after provision
for loan losses _181,705 237,704 221,853 189,009
Non-interest income:
Net gain (loss) on sales of loans and securities 2,850 3,145 3,398 (1,716)
Mortgage-banking activities 8,863 12,934 3,541 -
Service fees 24,519 30,549 23,416 15,621
Other 8,241 10,441 5,983 5,011
Total non-interest income 44,473 57,069 38,338 16,916
Non-interest expense: .
Compensation and employee beriefits 57,759 74,047 62,934 51,740
Occupancy costs 17,095 23,113 22,332 16,672
Data processing fees 6,700 8,273 8,419 7,464
Advertising 4,211 5,777 6,063 4,665
Amortization of goodwill — 3,594 14,344 7,780
Amortization of intangible assets 5,761 7,481 6,880 6,833
Other 24,115 33,644 31,854 24,736
Total non-interest expense 115,641 155,929 152,826 119,890
Income before provision for income taxes 110,537 138,844 107,365 86,035
Provision for income taxes 40,899 52,779 45,329 32,789
Net income $ 69,638 $ 86,065 $ 62,036 $ 53,246
Basic earnings per share $ 1.33 $ 1.64 $§ L1l $ .90
Diluted earnings per share $ 1.27 $ 1.58 $ 110 $ .90

See accompanying notes to consolidated financial statements.
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Independence Community Bank Corp.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended Twelve Months Ended
December 31, December 31, Year Ended March 31,

(In Thousands) 2001 2001 2001 2000

Cash Flows from Operating Activities:
Net income $ 69,638 $ 86,065 $ 62,036 § 53,246
Adjustments to reconcile net income to net cash
provided by operating activities:

Provision for loan losses 7,875 8,475 1,392 9,817
Net (gain) loss on sale of loans and securities (2,850) (3,145) (3,398) 1,716
Amortization of deferred income and premiums (4,252) (6,498) (6,081) (2,522)
Amortization of goodwill —_ 3,594 14,343 7,780
Amortization of ntangibles 5,761 7,481 6,881 6,833
Amortization of unearned compensation of ESOP
and Recognition Plan 11,280 14,306 10,106 9,002
Depreciation and amortization 9,029 12,124 12,040 9,964
Deferred income tax provision (benefit) 27,753 26,790 (1,040) (7,153)
(Increase) decrease in accrued interest receivable (317) 156 (3,610) 3,981
Decrease (increase) in accounts receivable-securities
transactions 2,027 (78) (1,758) 531
Decrease (increase) in other accounts receivable 862 18,960 35,742 (34,328)
Increase in accrued expenses and other liabilites 78,132 88,207 29,586 7,333
Other, net 2,683 2,478 (984) 22,780
Net cash provided by operating activities 207,621 258,915 155,260 88,980
Cash Flow from Investing Activities:
Loan originations and purchases (1,559,072) (1,980,395) (1,297,258)  (1,328,786)
Principal payments on loans 674,143 874,410 595,361 641,310
Proceeds from sale of loans 423,923 837,254 548,657 2,552
Advances on warchouse mortgage lines of credit (3,883,054) (4,498,286) (1,821,622) (194,994}
Repayments on warchouse mortgage lines of credit 3,726,532 4,265,834 1,663,090 188,350
Praceeds from sale of securities available-for-sale 362,266 386,707 73,780 992,024
Proceeds from maturities of securities available-for-
sale 3,025 5,050 9,832 142,946
Principal coliected on securities available-for-sale 269,720 302,327 118,975 167,677
Purchases of securities available-for-sale (723,299) (790,838) (80,639) (458,196)
Purchasc of Bank Owned Life Insurance — — (100,000} —
Purchase of Federal Home Loan Bank stock (3,112) (3,112) — (35,738)
Cash consideration paid to acquire Broad — — — (66,061)
Cash consideration paid to acquire Statewide — — — (51,173)
Cash and cash equivalents acquired in Broad
acquisition - — — 196,653
Cash and cash cquivalents acquired in Statewide
acquisition — — — 17,492
Proceeds from sale of other real estate 200 201 535 440
Net additions to premiscs, furniture and
equipment (5,590) (6,900) (8,065) (12,419)
Net cash (used in) provided by investing activities (714,318) (607,748) (297,354) 202,077
Cash Flows from Financing Activities:
Net increase in demand and savings deposits 551,357 643,459 78,924 57,260
Net (decrease) increase in time deposits (422,639) (329,362) 175,101 (121,068)
Net inerease (decrease) in borrowings 373,495 101,213 146,555 (225,594)
Net (decrease) increase in escrow and other
deposits (33,791) (20,396) (1,364) 9,150
Decrease in cumulative trust preferred securities — -— (433) —
Proceeds on exercise of stock options 1,078 1,078 197 770
Repurchase of common stock i (18,352) (36,976) (113,913) (126,386)
Dividends paid (14,580) {18,950) {(17,378) (12,907)
Net cash provided by (used in) financing activities 436,568 340,066 267,689 (418,775)
Net (decrease) increase in cash and cash
equivalents (70,129) (8,767) 125,595 (127,718)
Cash and cash equivalents at beginning of period 277,762 216,400 152,167 279,885
Cash and cash equivalents at end of period $ 207,633 $ 207,633 $ 277,762 § 152,167
Income taxes paid $ 25,738 $ 26,255 8 34675 $ 27,690
Interest paid $ 105,631 $ 148,494 $ 246,227 § 200,443
See accompanying notes to consolidated financial statements.
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Independence Community Bank Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization/Form of Cwnership

. Independence Community Bank was originally founded as a New York-chartered savings bank in 1850. In

April 1992, the Bank reorganized into the mutual holding company form of organization pursuant to which the
Bank became a wholly owned stock savings bank subsidiary of a newly formed mutual holding company (the
“Mutual Holding Company™).

On April 18, 1997, the Board of Directors of the Bank and the Board of Trustees of the Mutual Holding
Company adopted a Plan of Conversion to convert the Mutual Holding Company to the stock form of organiza-
tion and simultaneously merge it with and into the Bank and all of the outstanding shares of Bank common stock
held by the Mutual Holding Company would be cancelled.

As part of the conversion and reorganization, the Company was incorporated under Delaware law in June 1997.
The Company is regulated by the OTS as a registered savings and loan holding company. The Company
completed its initial public offering on March 13, 1998 and issued 70,410,880 shares of common stock resulting in
proceeds of $685.7 million, net of expenses which totaled $18.4 million. The Company used $343.0 million, or
approximately 50% of the net proceeds, to purchase all of the outstanding stock of the Bank. The Company also
loaned $98.9 million to the Company’s Employee Stock Ownership Plan (“ESOP”) which used such funds to
purchase 5,632,870 shares of the Company’s common stock in the open market subsequent to completion of the
initial public offering.

As part of the Plan of Conversion, the Company formed the Independence Community Foundation (the
“Foundation”) and concurrently with the completion of the initial public offering donated 5,632,870 shares of
common stock of the Company valued at the time of its contribution at $56.3 million. The Foundation was
established in order to further the Company’s and the Bank’s commitment to the communities they serve.

Additionally, the Bank established, in accordance with the requirements of the New York State Banking
Department, a liquidation account for the benefit of depositors of the Bank as of March 31, 1996 and Septem-
ber 30, 1997 in the amount of $319.7 million, which was equal to the Bank’s total equity as of the date of the latest
consolidated statement of financial condition (August 31, 1997) appearing in the final prospectus used in connec-
tion with the reorganization and conversion of the Bank and the Mutual Holding Company. The liquidation
account is reduced as, and to the extent that, eligible and supplemental eligible account holders have reduced their
qualifying deposits as of each March 31st. Subsequent increases in deposits do not restore an eligible account
holder’s interest in the liquidation account. In the event of a complete liquidation of the Bank, each eligible
account holder or a supplemental eligible account holder’s will be entitled to receive a distribution from the
liquidation account in an amount proportionate to the adjusted qualifying balances for accounts then held.

In addition to the restriction described above, the Company may not declare or pay cash dividends on or
repurchase any of its shares of common stock if the effect thereof would cause stockholders’ equity to be reduced
below applicable regulatory capital maintenance requirements or if such declaration and payment would other-
wise violate regulatory requirements.

The Bank provides financial services primarily to individuals and small to medium sized businesses within the
New York City metropolitan area. The Bank is subject to regulation by the FDIC and New York State Banking
Department.

2. Acquisitions
The Company completed its acquisition of Broad National Bancorporation (“Broad”) and the merger of Broad’s
wholly owned subsidiary, Broad National Bank (“Broad National”), with and into the Bank, all effective as of the
close of business on July 31, 1999.

Under the terms of the Agreement and Plan of Merger between the Company and Broad dated February 1,
1999 (the “Broad Agreement”), the merger consideration consisted of approximately 50% Independence common
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Independence Community Bank Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

stock and 50% cash. The Broad transaction had an aggregate value of approximately $132 million. The Company
issued approximately 4,929,203 shares of its common stock in connection with the acquisition of Broad.

The Company completed its acquisition of Statewide Financial Corp. (“Statewide™) and the merger of State-
wide’s wholly owned subsidiary, Statewide Savings Bank, S.L.A. (“Statewide Bank™), with and into the Bank, all
effective as of the close of business on January 7, 2000. Under the terms of the Agreement and Plan of Merger
between the Company and Statewide dated April 12, 1999 (the “Statewide Agreement”), the merger considera-
tion consisted of approximately 4,174,740 shares of Company common stock and approximately $31.2 million.

As a result of the Broad acquisition, the Company acquired $646.3 million in assets and assumed $584.8 million
of deposits. As a result of the Statewide acquisition, the Company acquired $745.2 million of assets and assumed
$443.7 million of deposits. The acquisitions were accounted for as purchases and the excess of cost over the fair
value of net assets acquired (“goodwill”) in the Broad and Statewide transactions were $98.8 million and
$88.6 million, respectively. Effective April 1, 2001, the Company adopted Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”), which resulted in discontinuing
the amortization of goodwill. At the time of adoption, the remaining balance of goodwill resulting from the
acquisitions of Broad and Statewide (and other acquisitions effected previously thereto) was $185.2 million. Prior
to the adoption of SFAS No. 142, goodwill was being amortized on a straight-line basis over 15 years. (See
Note 7—Goodwill and Intangible Assets.)

3. Summary of Significant Accounting Policies
The following is a description of the significant accounting policies of the Company and its subsidiaries. These
policies conform to generally accepted accounting principles.

Principles of Consolidation
The consolidated financial statements of the Company include all majority-owned subsidiaries, after elimination of
intercompany transactions and accounts.

Risks and Uncertainties

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Reclassifications
Certain reclassifications have been made to the prior years’ financial statements to conform with the current year’s
presentation.

Securities Available-for-Sale

Securities available-for-sale are carried at fair value. Unrealized gains or losses on securities available-for-sale are
included as a separate component of stockholders’ equity, net of tax. Gains or losses on the sale of such securities
are recognized using the specific identification method. v

Loans
Loans are stated at unpaid principal balances, net of deferred loan fees. Interest income on loans is recognized as
earned. Accrual of interest income is discontinued and uncollected interest is reversed for loans on which a default
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Independence Community Bank Corp.
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS (continued)

on interest has existed for a period in excess of 90 days, or for loans which management believes, after giving
consideration to economic and business conditions and collection efforts, the collection of interest is doubtful.

The Company considers a loan impaired when, based upon current information and events, it is probable that
it will be unable to collect all amounts due for both principal and interest, according to the contractual terms of
the loan agreement. The Company identifies and measures impaired loans in conjunction with its assessment of
the adequacy of the allowance for loan losses. Specific factors used in the identification of impaired loans include,
but are not limited to, delinquency status, loan-to-value ratio, the condition of the underlying collateral, credit
history and debt coverage.

Loan origination and commitment fees and certain direct costs incurred in connection with loan originations
are deferred and amortized to interest income, using a method which approximates the interest method, over the
life of the related loans as an adjustment to yield.

Allowance for Loan Losses

The determination of the adequacy of the allowance for loan losses and the periodic provisions to the allowance
charged to income is the responsibility of management. The formalized process for assessing the adequacy of the
allowance for loan losses is performed on a quarterly basis. Individual loans are specifically identified by loan
officers as meeting the criteria of classified or criticized loans. Such criteria include, but are not limited to, non-
accrual loans, past maturity loans, impaired loans, chronic delinquencies and loans requiring heightened manage-
ment oversight,

Each loan is assigned to a risk level of special mention, substandard, doubtful and loss. Loans that do not meet
the criteria of classified or criticized are categorized as pass loans. Each risk level, including pass loans, have an
associated reserve ratio that increases as the risk level category increases. The reserve ratio for pass loans differs
based upon the loan and collateral type. The reserve ratio is applied to the aggregate balance of loans designated
to each risk level to compute the reserve requirement. This method of analysis is performed on the entire loan
portfolio. Other factors used to support the balance of the allowance for loan losses and its components include
regulatory examinations and national and local economic data associated with the real estate market in the
Company’s market area. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in Item 7 hereof for additional information.

Loan Servicing Assets

The cost of mortgage loans sold, with servicing rights retained, is allocated between the loans and the servicing
rights based on their estimated fair values at the time of loan sale. Servicing assets are carried at the lower of cost
or fair value and are amortized in proportion to, and over the period of, net servicing income. The estimated fair
value of loan servicing assets is determined by calculating the present value of estimated future net servicing cash
flows, using assumptions of prepayments, defaults, servicing costs and discount rates that the Company believes
market participants would use for similar assets. Capitalized loan servicing assets are stratified based on predomi-
nant risk characteristics of underlying loans for the purpose of evaluating impairment. A valuation allowance is
then established in the event the recorded value of an individual stratum exceeds fair value.

ANNUAL REPORT 200!




Independence Community Bank Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Premises, Furniture and Equipment

Land is carried at cost. Buildings and improvements, leaschold improvements, furniture, automobiles and equip-
ment are carried at cost less accumulated depreciation and amortization. Depreciation is computed on a straight-
line basis over the estimated useful lives of the assets. The estimated useful lives of the assets are as follows:

Buildings 10 to 30 years
Turniture and equipment 3 to 10 years
Automobiles 3 years

Leasehold improvements are amortized on a straight-line basis over the lives of the respective leases or the
estimated useful lives of the improvements, whichever is shorter.

Goodwill and Intangible Assets
Effective April 1, 2001, the Company adopted SFAS No. 142, which resulted in discontinuing the amortization of
goodwill. Under the Statement, goodwill will be carried at its book value as of April 1, 2001 and any future
impairment of goodwill will be recognized as either a change in accounting principle (with respect to the
transitional impairment test conducted within six months of adoption) or as non-interest expense in the period of
impairment. However, under the terms of the Statement, identifiable intangibles (such as core deposit premiums)
with identifiable lives will continue to be amortized.

The Company’s goodwill was $185.2 million at December 31, 2001 and March 31, 2001. The Company did
not recognize an impairment loss as a result of its transitional impairment test of existing goodwill. The Company
will be required to test the value of its goodwill at least annually.

Bank Owned Life Insurance

The Bank invested in Bank Owned Life Insurance (“BOLI”) policies to fund certain future employee benefit costs.
The BOLI investment totaled approximately $100.0 million and is recorded in other assets at its cash surrender
value. Changes in the cash surrender value are recorded in other non-interest income.

Income Taxes

The Company uses the liability method to account for income taxes. Under this method, deferred tax assets and
labilities are determined based on differences between financial reporting and tax basis of assets and liabilities and
are measured using the enacted tax rates and laws expected to be in effect when the differences are expected to
reverse. A valuation allowance is provided for deferred tax assets where realization is not considered “more likely
than not.”

Earnings Per Share

Basic earnings per share (“EPS”) is computed by dividing net income by the weighted average number of common
shares outstanding. Diluted EPS is computed using the same method as basic EPS, but reflects the potential
dilution of common stock equivalents. Shares of common stock held by the ESOP that have not been allocated to
participants’ accounts or are not committed to be released for allocation and non-vested 1998 Recognition and
Retention Plan and Trust Agreement (the “Recognition Plan”) shares are not considered to be outstanding for the
calculation of basic EPS. However, a portion of such shares is considered in the calculation of diluted EPS as
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common stock equivalents of basic EPS. Basic and diluted weighted-average common shares outstanding are as
follows:

For the Nine  For the Twelve
Months Ended  Months Ended
December 31, December 31, For the Year Ended March 31,

2001 2001 2001 2000
(unaudited)
Weighted average shares outstanding:
Basic 52,556,961 52,611,603 55,880,273 59,203,079
Diluted 54,676,806 54,463,490 56,345,279 59,203,079

Employee Benefits
Compensation expense related to the ESOP is recognized in an amount equal to the shares committed to be
released by the ESOP multiplied by the average fair value of the common stock during the period in which they
were released. The difference between the average fair value and the $17.55 weighted average per share cost of
shares committed to be released by the ESOP is recorded as an adjustment to additional paid-in capital.
Compensation expense related to the Recognition Plans is recognized over the vesting period at the fair market
value of the common stock on the date of grant for non-performance share awards. The expense related to
performance share awards is recognized over the vesting period at the fair market value on the measurement date.
For stock options, the Company uses the intrinsic value based methodology which measures compensation cost
for such stock options as the excess, if any, of the quoted market price of the Company’s stock at the date of the
grant over the amount an employee or director must pay to acquire the stock. To date, no compensation expense
has been recorded at the time of grant for stock options, since, for all granted options, the market price on date of
grant equaled the amount employees or directors must pay to acquire stock. However, compensation expense has
been recognized for the accelerated vesting of options due to the retirement of a senior officer. Senior officers and
non-employee directors of the Company who elect to retire, require the approval of the Board of Directors or the
Committee administering the Option Plan to accelerate the vesting of options.

Comprehensive Income

Comprehensive income includes net income and all other changes in equity during a period, except those resulting
from investments by owners and distribution to owners. Other comprehensive income includes revenues, expenses,
gains and losses that under generally accepted accounting principles are included in comprehensive income, but
excluded from net income. Comprehensive income and accumulated other comprehensive income are reported
net of related income taxes. Accumulated other comprehensive income consists solely of unrealized gains and
losses on available-for-sale securities, net of tax.

Segment Reporting

SFAS No. 131, “Disclosures About Segments of an Enterprise and Related Information” (“SFAS No. 1317),
requires disclosures for each segment including quarterly disclosure requirements and a partitioning of geographic
disclosures, including geographic mformation by country. As a community-oriented financial institution, substan-
tially all of the Company’s operations involve the delivery of loan and deposit products to customers in its market
area. Management makes operating decisions and assesses performance based on an ongoing review of these
community banking operations, which constitute the Company’s only operating segment for financial reporting
purposes under SFAS No. 131.
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Treasury Stock
Repurchases of common stock are recorded as treasury stock at cost.

Consoclidated Statements of Cash Flows
For purposes of the consolidated statements of cash flows, the Company defines cash and cash equivalents as
highly liquid investments with original maturities of three months or less.

4. Securities Available-for-Sale
The amortized cost and estimated fair value of securities available-for-sale are as follows:

December 31, 2001

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
(In Thousands) Cost Gains Losses Value

Investment securities:

Debt securities:

U.S. Government and agencies $ 27,617 $ 13 $ (10) $ 27,620
Municipal 4,904 113 — 5,017
Total debt securities 32,521 126 (10) 32,637
Equity securities:
Preferred 91,365 i6 (59) 91,322
Common 953 891 — 1,844
Total equity securities 92,318 907 (59) 93,166
Total investment securities 124,839 1,033 _ (69) 125,803
Mortgage-related securities:
FNMA Pass Through Certificates 19,417 116 (14) 19,519
GNMA Pass Through Certificates 21,170 1,217 — 22,387
FHLMC Pass Through Certificates 10,694 95 (13) 10,776
Collateralized Mortgage Obligation Bonds 838,142 12,087 (720) 849,509
Total mortgage-related securities 889,423 13,515 _(747) 902,191
Total securities available-for-sale $1,014,262 $14,548 $(816) $1,027,994
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March 31, 2001

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
(In Thousands) Cost Gains Losses Value
Investment securities:
Debt securities:
U.S. Government and agencies $145,837 $ 814 3(6,499)  $140,152
Municipal 2,772 66 (1) 2,837
Total debt securities 148,609 880 6,500 142,989
Equity securities:
Preferred 56,365 7 (53) 36,317
Common 953 939 — 1,892
Total equity securities 57,318 946 {55) 58,209
Total investment securities 205,927 1,826 _(6,355) 201,198
Mortgage-related securities:
FNMA Pass Through Certificates 21,182 112 (183) 21,111
GNMA Pass Through Certificates 26,711 900 23) 27,588
FHLMC Pass Through Certificates 12,705 81 81) 12,705
Collateralized Mortgage Obligation Bonds 656,768 3,665 (1,288) 659,145
Total mortgage-related securities 717,366 4758 1,575 720,549
Total securities available-for-sale $923,293 36,584 $(8,130)  $921,747

Sales of available-for-sale securities are summarized as follows:

Nine Months

Ended
December 31, Year Ended March 31,
(In Thousands) 2001 2001 2000
Proceeds from sales $362,266 $£73,780  $992,024
Gross gains 2,852 3,100 5,569
Gross losses (34) (1,436) (7,298)

The amortized cost and estimated fair value of debt securities by contractual maturity are as follows:

December 31, 2001

Estimated

Amortized Fair

(In Thousands) Cost Value
One year or less $ 5,701 $ 5,708
Five years through ten years 26,820 26,929

$32,521 $32,637
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The amortized cost and estimated fair value of mortgage-related securities by contractual maturity are as
tollows:

December 31, 2001

Amortized  Estimated
(In_Thousands) Cost Fair Value

One year or less 35 8 34
One year through five years 2,751 2,867
Five years through ten years 13,601 14,055
Over ten years 873,036 885,235

$889,423  $902,191

5. Loans Receivable, Net
Loans are summarized as follows:

December 31, March 31,
(In_Thousands) 2001 2001

Mortgage loans on real estate:

Single-family residential $ 496,336 $ 587,153
Cooperative apartment 356,500 409,344
Multi-family residential 2,731,513 2,620,888
Commercial real estate 1,019,379 861,187
Total principal balance—mortgage loans 4,603,728 4,478,572
Less net deferred fees 11,198 10,588
Total mortgage loans on real estate 4,592,530 4,467,984
Commercial business loans ' 665,829 436,751
Other loans:
Warehouse mortgage lines of credit 446,542 206,707
Home equity loans and lines of credit 141,905 117,701
Consumer and other loans 32,002 33,489
Total principal balance—other loans 620,449 357,897
Less unearned discounts and deferred fees 677 1,191
Total other loans 619,772 356,706
Total loans receivable 5,878,131 5,261,441
Less allowance for loan losses ‘ 78,239 71,716
Loans receivable, net ‘ $5,799,892 $5,189,725
At December 31, 2001, March 31, 2001 and 2000, the Company was servicing loans on behalf of others which
are not included in the consolidated financial statements of $1.19 billion, $658.7 million and $184.0 million,

respectively.
At December 31, 2001, March 31, 2001 and 2000, included in mortgage loans on real estate are $31.4 million,
$27.0 million and $19.9 million, respectively, of non-performing loans. If interest on the nonaccrual mortgage
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loans had been accrued, such income would have approximated $0.7 million, $0.6 million and $0.4 million for the
nine months ended December 31, 2001 and the vears ended March 31, 2001 and 2000, respectively.

At December 31, 2001, March 31, 2001 and 2000, included in commercial business and other loans are
$14.7 mullion, $8.7 million and $6.5 million, respectively, of non-performing loans. If interest on the nonaccrual
commercial business and other loans had been accrued, such income would have approximated $366,000,
$360,000 and $196,000 for the nine months ended December 31, 2001 and the years ended March 31, 2001 and
2000, respectively.

The Company considers a loan impaired when, based upon current information and events, it is probable that
it will be unable to collect all amounts due for both principal and interest, according to the contractual terms of
the loan agreement. The Company’s evaluation of impaired loans includes all loans classified as substandard and
doubtful.

A summary of the changes in the allowance for loan losses is as follows:

Nine Months Ended Year Ended
December 31, March 31,
(In Thousands) 2001 2001 2000
Allowance at beginning of period $71,716 $70,286  $46,823
Allowance of acquired institutions — — 9,452
Provision charged to operations 7,875 1,392 9,817
Net (charge-offs) recoveries (1,352) 38 4,194
Allowance at end of period $78,239 $71,716  $70,286

The Company’s loan portfolio is primarily comprised of secured loans made to individuals and businesses
located in the New York City metropolitan area.

6. Premises, Furniture and Equipment
A summary of premises, furniture and equipment, net of accumulated depreciation and amortization, is as follows:

December 31, March 31,

(In Thousands) 2001 2001

Land $ 7.726 $ 7,400
Buildings and improvements _ 32,237 52,762
Leasehold improvements 7,065 7,296
Furniture and equipment 14,261 17,270

Total premises, furniture and equipment : $81,289 $84,728

Depreciation and amortization expense amounted to $9.0 million, $12.0 million and §10.0 million for the nine
months ended December 31, 2001 and the years ended March 31, 2001 and 2000, respectively.

7. Goodwill and Intangible Assets

Effective April 1, 2001, the Company adopted SFAS No. 142, which resulted in discontinuing the amortization of
goodwill. Under the Statement, goodwill will be instead carried at its book value as of April 1, 2001 and any future
impairment of goodwill will be recognized as either a change in accounting principle (with respect to the
transitional impairment test conducted within six months of adoption) or as non-interest expense in the period of
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impairment. However, under the terms of the Statement, identifiable intangibles (such as core deposit premiums)
with identifiable lives will continue to be amortized.

The Company’s goodwill was $185.2 million at December 31, 2001 and March 31, 2001. The Company did
not recognize an impairment loss as a result of its transitional impairment test of existing goodwill. The Company
will test the value of its goodwill at least annually.

The following table sets forth the Company’s intangible assets at the periods indicated:

At December 31, 2001 At March 31, 2001

Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
(Dollars in Thousands)- Amount Amortization Amount Amount Amortization Amount

Amortized intangible

assets:
Deposit intangibles $47,559 $38,778 $8,781 $47.,559 $33,726 $13,833
Other intangibles 800 600 200 — — —
Total $48,359 $39,378 $8,981 $47,559 $33,726 $13,833

The following sets forth the estimated amortization expense for the years ended December 31:

2002 ©$6,935
2003 $1,855
2004 $ 191
2005 $ —

Amortization expense on intangible assets was $5.8 million, $6.9 million and $6.8 million for the nine months
ended December 31, 2001 and the fiscal vears ended March 31, 2001 and 2000, respectively. In addition, the
fiscal 2001 and 2000 period included $14.3 million and $7.8 million related to the amortization of goodwill,
respectively.
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The following table discloses the effect on net income and basic and diluted earnings per share of excluding
amortization expense related to goodwill which was recognized in the year ended March 31, 2001 and 2000 as if
such goodwill had not been recognized in accordance with SFAS No. 142.

For the Nine

Months Ended For the Year
December 31, Ended March 31,
(In Thousands, Except Per Share Amounts) 2001 2001 2000
Reported net income $69,638 $62,036 $53,246
Add back goodwill amortization — 14,344 7,780
Adjusted net income ' $69,638 $76,380 $61,026

Basic earnings per share:

As reported $ 1.33 $ 1.1l $ 0.90
Goodwill amortization 0.26 0.13

Adjusted basic earnings per share $ 1.33 $ 1.37 $ 1.03
Diluted earnings per share:
As reported $ 1.27 $ 1.10 $ 090
Goodwill amortization — 0.26 0.13
Adjusted diluted earnings per share $ 1.27 $ 1.36 $ 1.03
8. Other Assets
A summary of other assets is as follows:

December 31, March 31,
(I Thousands) 2001 2001
FHLB stock $ 85,435 $ 82,323
BOLI 108,038 103,753
Net deferred tax asset 43,625 68,965
Loan servicing assets 4,273 1,961
Prepaid expenses 3,376 2,302
Other real estate 130 235
Accounts receivable 8,497 20,710
Other 23,038 20,543
Total other assets $276,412 $300,792

The Bank is a member of the Federal Home Loan Bank (“FHLB”) of New York, and owns FHLB stock with a
carrying value of $85.4 million at December 31, 2001 and $82.3 million at March 31, 2001, respectively. As a
member, the Bank is able to borrow on a secured basis up to twenty times the amount of its capital stock
investment at either fixed or variable interest rates for terms ranging from overnight to fifteen years (see Note 10).
The borrowings are limited to 30% of total assets except for borrowings to fund deposit outflows.
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9. Deposits
The amounts due to depositors and the weighted average interest rates at December 31, 2001 and March 31, 2001
are as follows:

December 31, March 31,
2001 2001
Weighted Weighted
Deposit Average Deposit Average
(Dollars in Thousands) Liability Rate -~ Liability Rate
Savings $1,451,988 1.58% $1,195,840 1.95%
Money market 180,866 1.62 173,967 2,16
AMA 452,284 3.07 310,082  4.63
Interest-bearing demand 406,540 1.26 335,200 1.3
Non-interest bearing demand 449,460 — 374,692 —
Total core deposits 2,941,138 1.53 2,389,781 1.92
Time deposits 1,853,637 3.49 2,276,276  5.64
Total deposits $4,794,775 2.29 $4,666,057  3.73
Scheduled maturities of time deposits are as follows:
December 31, March 31,
(In Thousands) 2001 2001
One year $1,642,330 $2,041,054
Two years 87,975 144,206
Three years 54,945 39,191
Four years 19,285 17,580
Thereafter 49,102 34,245
$1,853,637 $2,276,276

Time deposit accounts in denominations of $100,000 or more totaled approximately $327.6 million, §411.0
million and $319.6 million at December 31, 2001, March 31, 2001 and 2000, respectively.

1. Borrowings
A summary of borrowings is as follows:

December 31, March 31,
(In Thousands) 2001 2001
FHLB advances : : $1,003,700 $ 703,950
Repurchase agreements—FHLB 655,000 605,000
FHLB overnight borrowings 24,000 —
Other 88 343
Total borrowings $1,682,788 $1,309,293
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Advances from the FHLB are made at fixed rates with remaining maturities between less than one year and ten

years, summarized as follows:

December 31, March 31,
(In Thousands) 2001 2001
Less than one year $ 177,150 $148,250
Over one year through five vears 301,550 555,700
Over five years through ten years 325,000 —

$1,003,700 $703,950

(1) Although the contractual maturities of these borrowings are between five and ten years, the FHLB has the right to call these advancesbeginning in
the third year after the advance was made.

Advances from the FHLB are collateralized by all FHLB stock owned by the Bank in addition to a blanket
pledge of eligible assets in an amount required to be maintained so that the estimated fair value of such eligible
assets exceeds, at all times, 110% of the outstanding advances (see Note 8).

The average cost of FHLB advances were 5.9% and 5.2% for the years ended December 31, 2001 and
March 31, 2001, respectively.

The Company enters into sales of securities under agreements to repurchase. These agreements are recorded as
financing transactions, and the obligations to repurchase are reflected as a liability in the consolidated statements
of financial condition. The securities underlying the agreements are delivered to the dealer with whom each
transaction is executed. The dealers, who may sell, loan or otherwise dispose of such securities to other parties in
the normal course of their operations, agree to resell to the Company substantially the same securities at the
maturities of the agreements. The Company retains the right of substitution of collateral throughout the terms of
the agreements.

Repurchase agreements with the FHLB are made at fixed rates with remaining maturities between less than one
year and ten years, summarized as follows:

December 31, March 31,

(In Thousands) 2001 2001
Over one year through five years $ 65,000 $ 65,000
Over five vears through ten years 590,000 540,000
$655,000 $605,000

At December 31, 2001, all of the outstanding FHLB repurchase agreements were secured by collateralized
mortgage obligations or U.S. Government and agency securities. The average balance of FHLB repurchase
agreements during the nine months ended December 31, 2001 was $696.0 million with an average cost of 5.2%.
The maximum amount outstanding at any month end during the nine months ended December 31, 2001 was
$955.0 million. The average balance of FHLB repurchase agreements during fiscal 2001 was $470.7 million with
an average cost of 6.7%. The maximum amount outstanding at any month end during fiscal 2001 was $720.0
million.

There were no other outstanding repurchase agreements at December 31, 2001 and March 31, 2001. Prior to
March 31, 2001, other outstanding repurchase agreements had original contractual maturities of less than one
year and were secured by U.S. Treasury securities. The average balance of other repurchase agreements during
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fiscal 2001 was $0.9 million with an average cost of 5.2%. The maximum amount outstanding at any month end

during fiscal 2001 was $1.0 million.

11. Company-Obligated Mandatorily Redeemable Cumulative Trust Preferred Securities

On June 30, 1997, $11.5 million of 9.5% Cumulative Trust Preferred Securities (the “Trust Preferred Securities™)
were issued by BNB Capital Trust (the “Trust”), a Delaware statutory business trust formed by Broad. The net
proceeds from the issuance were invested in Broad in exchange for its junior subordinated debentures. The sole
asset of the Trust, the obligor on the Trust Preferred Securities, is $11.9 million principal amount of 9.5% Junior
Subordinated Debentures (the “Junior Subordinated Debentures”) due june 30, 2027. Broad entered into several
contractual arrangements (which the Company assumed as part of the Broad acquisition) for the purpose of
guaranteeing the Trust’s payment of distributions on, payments on any redemptions of, and any liquidation
distribution with respect to, the Trust Preferred Securities. As a result of the Broad acquisition, all the assets,
liabilities and obligations of Broad as to securities became assets, liabilities and obligations of the Company.

Cash distributions on both the Trust Preferred Securities and the Junior Subordinated Debentures are payable
quarterly in arrears on the last day of March, June, September and December of each year.

The Trust Preferred Securities are subject to mandatory redemption (i} in whole, but not in part, upon
repayment of the Junior Subordinated Debentures at stated maturity or, at the option of the Company, their
carlier redemption in whole upon the occurrence of certain changes in the tax treatment or capital treatment of
the Trust Preferred Securities, or a change in the law such that the Trust would be considered an investment
company and (ii) in whole or in part at any time on or after June 30, 2002 contemporaneously with the optional
redemption by the Company of the Junior Subordinated Debentures in whole or in part. The Junior Subordinated
Debentures are redeemable prior to maturity at the option of the Company (i) on or after June 30, 2002, in whole
at any time or in part from time to time, or (i) in whole, but not in part, at any time within 90 days following the
occurrence and continuation of certain changes in the tax treatment or capital treatment of the Trust Preferred
Securities, or a change in law such that the Trust would be considered an investment company.

As a result of favorable market conditions during fiscal 2001, the Company purchased $0.4 million of the Trust
Preferred Securities through an open market transaction. The Company has the ability to retire these securities in
2002, and is currently evaluating such matter.

12. Benefit Plans
Pension Plan
The Company has a noncontributory defined benefit pension plan ({the “Pension Plan”) covering substantially all
of its full-time employees and certain part-time employees who qualify. The Company makes annual contributions
to the Pension Plan equal to the amount necessary to satisfy the funding requirements of ERISA.

The Company also has a Supplemental Executive Retirement Plan (the “Supplemental Plan”). The Supple-
mental Plan is a nonqualified, unfunded plan of deferred compensation covering those senior officers of the

Company whose benefits under the Pension Plan would be limited by Internal Revenue Code Sections 415 and
401(2)(17).
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The following table sets forth the Pension Plan’s and the Supplemental Plan’s (collectively, the “Plan”)
aggregate change in benefit obligation:
Nine Months Ended Year Ended
December 31, March 31,
(In Thousands) 2001 2001
Benefit obligation at beginning of year $37,281 $39,147
Service cost 1,059 1,451
Interest cost 2,618 2,848
Reduction in future benefits — (8,790)
Actuarial (gain) loss (249) 4,399
Benefits paid 1,692 (1,774)
Benefit obligation at end of year $39,017 $37,281
The following table sets forth the aggregate change in Plan assets:
December 31, March 31,
(In Thousands) 2001 2001
Fair value of Plan assets at beginning of year $46,044 $45,979
Actual return on Plan assets (3,935) 1,614
Employer contributions — 221
Benefits paid (1,568) (1,770
Fair value of Plan assets at end of year $40,541 $46,044
Funded status $ 1,524 § 8,763
Unrecognized net asset (810) (1,013)
Unrecognized prior service cost (6,740) (7,837)
Unrecognized actuarial loss /(gain) 4,073 3,775)
Accrued pension cost at December 31, 2001 and 2000 (1,953) (3,862)
Net adjustment (102) 46
Accrued pension cost $ (2,055 $ (3,816
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Net pension (benefit) expense of the Plan included the following components:

Nine Months Ended Year Ended
December 31, March 31,

(In Thousands) 2001 2001 2000
Service cost-benefits earned during the period $ 1,059 $ 1,451 $ 2,019
Interest cost on projected benefit obligation 2,618 2,848 2,700
Expected return on Plan assets (4,067) {4,074) (3,168)
Amortization of net asset (203) (202) (203)
Amortization of prior service cost (1,098) (443) 24
Recognized net actuarial (gain) loss (95) {661) 100
Net pension (benefit) expense for the years ended
December 31, 2001, 2000 and 1999 (1,786) (1,081) 1,472
Net adjustment 147 (546) 165
Net pension (benefit) expense $ (1,639) $(1,627) $ 1,637

During the fiscal year ended March 31, 2001, the Company amended the Pension Plan to reduce future benefit
accruals and freeze the Pension Plan as to new participants effective August 1, 2000. In connection with the plan
amendment and the Pension Plan’s new measurement date of August 1, 2000, the Company reduced its future
benefit obligation by approximately $8.8 million.

At December 31, 2001 and 2000, the projected benefit obligation for the Plan was determined using an
assumed discount rate of 7.25% and 7.50%, respectively, and an assumed rate of compensation increase of 4% for
the Pension Plan and 7% for the Supplemental Plan. At December 31, 2001 and 2000, the weighted average
assumed rate of return on Plan assets was 9%. Plan assets consist mainly of investments in U.S. Government and
agency obligations, mortgage-related securities and common stocks.

Postretirerment Benefits

The Company currently provides certain health care and life insurance benefits to eligible retired employees and
their spouses. The coverage provided depends upon the employee’s date of retirement and years of service with the
Company. The Company’s plan for its postretirement benefit obligation is unfunded. Effective April 1, 1995, the
Company adopted SFAS No. 106 “Employer’s Accounting for Postretirement Benefits Other Than Pensions”
(““SFAS No. 106”). In accordance with SFAS No. 106, the Company elected to recognize the cumulative effect of
this change in accounting principle over future accounting periods.
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Status of the postretirement benefit obligation is as follows:

December 31, March 31,
(In Thousands) 2001 2001

$ 14,283 $ 10,092

Benefit obligation at beginning of fiscal year

Service cost 906 509
Interest cost 1,573 982
Actuarial loss 8,790 3,403
Benefits paid _ (825) __ (703
Benefit obligation at end of fiscal year § 24,727 $ 14,283
Funded status $(24,727) $(14,283)
Unrecognized transition obligation being recognized over 20 years 3,479 3,747
Unrecognized net loss due to past experience difference from assumptions made 12,008 4,016
Accrued postretirement benefit cost at December 31, 2001 and 2000 (9,240) (6,520)
Net adjustment — (320)
Accrued postretirement benefit cost $ (9,240) $ (6,840
Nine Months Ended Year Ended
December 31, March 31,
(In Thousands) 2001 2001 2000
Components of postretirement benefit cost:
Service cost-benefits earned during the period $ 906 $ 508 $ 403
Interest cost on accumulated postretirement benefit obligation 1,573 982 721
Amortization of net obligation 268 268 268
Amortization of prior service cost — 1 10
Recognized net actuarial loss 799 224 129

Postretirement benefit cost-years ended December 31, 2001,

2000 and 1999 3,546 1,983 1,531
Net adjustment {496) 113 74
Net postretirement benefit cost $3,050 £2,096 $1,605

The assumptions used in arriving at the above include the initial rate of annual increase in health care costs of
12% decreasing by 1.4% to 5.0% in 2006 and remaining at that level thereafter. At December 31, 2001, 2000 and
1999, discount rates of 7.25%, 7.50% and 7.75%, respectively, were used.

The health care cost trend rate assumption has a significant effect on the amounts reported. A 1% increase in
each year would increase the accumulated postretirement benefit obligation as of December 31, 2001 by $3.8
million and the aggregate of the service and interest cost components of the net periodic postretirement benefits
cost for the year then ended by $431,000.

401(k) Plan

The Company also sponsors an incentive savings plan (“401(k) Plan™) whereby eligible employees may make tax
deferred contributions up to certain limits. The Company makes matching contributions up to the lesser of 6% of
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employee compensation, or $3,000. Beginning in fiscal 1999, the matching contribution for full-time employees is
in the form of shares held in the ESCP while the contribution for part-time employees remained a cash
contribution. However, beginning January 1, 2001, the matching contribution for all employees, full and part time,
is in the form of shares held in the ESOP. The Company may reduce or cease matching contributions if it is
determined that the current or accumulated net earnings or undivided profits of the Company are insufficient to
pay the full amount of contributions in a plan year. There were no cash contributions to the 401(k) Plan by the
Company for the nine months ended December 31, 2001, Cash contributions aggregated approximately $33,000
and $38,000 for the years ended March 31, 2001 and 2000, respectively.

Employee Stock Ownership Plan

The Company established the ESOP for full-time employees in March 1998 pursuant to the conversion to a stock
form Company. To fund the purchase in the open market of 5,632,870 shares of the Company’s common stock,
the ESOP borrowed funds from the Company. The loan to the ESOP is being repaid principally from the Bank’s
contributions to the ESOP over a period of 20 years. Dividends paid by the Company on shares owned by the
ESQOP are also utilized to repay the debt. The collateral for the loan is the common stock of the Company
purchased by the ESOP. At December 31, 2001, the loan from the Company had an outstanding principal
balance of $89.8 million. :

Shares held by the ESOP are held by an independent trustee for allocation among participants as the loan is
repaid. The number of shares released annually is based upon the ratio that the current principal and interest
payment bears to the original principal and interest payments to be made. ESOP participants become 100%
vested in the ESOP after three years of service. Shares allocated will first be used to satisfy the employer matching
contribution for the 401(k) Plan with the remaining shares allocated to the ESOP participants based upon
compensation in the year of allocation. Forfeitures from the 401(k) match portions will be used to reduce the
employer 401(k) match while forfeitures from shares allocated to the ESOP participants will be allocated among
the participants. There were 281,644 shares allocated in each of the twelve months ended December 31, 2001 and
the fiscal year ended March 31, 2001. At December 31, 2001 there were 1,011,829 shares allocated, 4,506,297
shares unallocated and 114,744 shares which had been distributed to participants in connection with their
withdrawal from the ESOP.

The Company recorded compensation expense of $4.2 million, $3.8 million and $3.4 million for the nine
months ended December 31, 2001 and the years ended March 31, 2001 and 2000, respectively, which was equal
to the shares committed to be released by the ESOP multiplied by the average fair value of the common stock
during the period in which they were released. '

13. Stock Benefit Plans

Recognition Plan ‘

The Recognition Plan was implemented in September 1998. The objective of the Recognition Plan is to enable
the Company to provide officers, key employees and non-employee directors of the Company with a proprietary
interest in the Company as an incentive to contribute to its success. The Recognition Plan may grant up to 4% of
the shares of common stock sold in the Conversion, or 2,816,435 shares. The Recognition Plan provides that
awards may be designated as performance share awards, subject to the achievement of performance goals, or non-
performance share awards which are subject solely to time vesting requirements. Certain key executive officers
have been granted performance-based shares. These shares become earned only if annually established corporate
performance targets are achieved. During fiscal 1999, the Recognition Plan purchased all 2,816,435 shares in the
open market. On September 25, 1998, the Committee administering the Recognition Plan issued grants covering
2,188,517 shares of stock of which 844,931 were deemed perfofmance based. The Committee granted 200,000
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performance based shares in the fiscal year ended March 31, 2001 and non-performance based share awards
covering 28,363 shares, 25,363 shares and 105,363 during the periods ended March 31, 2000 and 2001 and the
nine months ended December 31, 2001, respectively. The stock awards granted to date are generally payable over
a five-year period at a rate of 20% per year, beginning one year from the date of grant. Subject to certain
exceptions, awards become 100% vested upon termination of employment due to death, disability or retirement.
However, senior officers and non-employee directors of the Company who elect to retire, require the approval of
the Board of Directors or the Committee administering the Recognition Plan to accelerate the vesting of these
shares. The amounts also become 100% vested upon a change in control of the Company. Compensation expense
1s recognized over the vesting period at the fair market value of the common stock on the date of grant for non-
performance share awards. The expense related to performance share awards is recognized over the vesting period
at the fair market value on the measurement date. The Company recorded compensation expense of $7.0 million
related to the Recognition Plan for the nine months ended December 31, 2001, of which $0.7 million related to
the accelerated vesting of 42,247 shares due to the retirement of a senior officer. The Company recorded
compensation expense of $6.3 million and $5.4 million for the years ended March 31, 2001 and 2000, respectively.

The following table sets forth the activity in the Company’s Recognition Plan during the periods indicated.
Nine Months Ended

December 31, Year Ended March 31,
2001 2001 2000
Weighted Weighted Weighted
Average Average Average
Grant Grant Grant
Shares Price Shares Price Shares Price
Cutstanding, beginning :
of year 1,523,922 $13.7745 1,757,420 $13.3000 2,180,517 $13.3125
Granted 105,363 19.7091 225,363 16.5542 28,363 12.0300
Vested (482,039) 20.2475  (456,461) 13.2446  (451,460) 13.2800
Forfeited — — (2,400) 13.3125 — —

Cutstanding, end of year 1,147,246 $14.4214 1,523,922 $13.7745 1,757,420 $13.3000

Stock Option Plans

The 1998 Stock Option Plan (the “Option Plan”) was implemented in September 1998. The Option Plan may
grant options covering shares aggregating an amount equal to 10% of the shares of common stock sold in the
Conversion, or 7,041,088 shares. Under the Option Plan, stock options (which expire ten years from the date of
grant) have been granted to officers, key employees and non-employee directors of the Company. Each option
entitles the holder to purchase one share of the Company’s common stock at an exercise price equal to the fair
market value of the common stock on the date of the grant. Each stock option or portion thereof is exercisable at
any time on or after such option vests and is generally exercisable until the earlier of ten years after its date of grant
or six months after the date in which the optionee’s employment terminates (three years after termination of
service in the case of non-employee directors), unless extended by the Board of Directors to a period not to exceed
five years from such termination. Subject to certain exceptions, options become 100% exercisable upon termina-
tion of employment due to death, disability or retirement. However, senior officers and non-employee directors of
the Company who elect to retire, require the approval of the Board of Directors or the Committee administering
the Option Plan to accelerate the vesting of options. Options become 100% vested upon a change in control of the
Company. In the nine months ended December 31, 2001, the Committee administering the Plan approved the
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acceleration of 105,617 options due to the retirement of a senior officer, resulting in the recognition of $0.6 million
of compensation expense.

Broad and Statewide maintained several stock option plans for its officers, directors and other key employees.
Generally, these plans granted options to individuals at a price equivalent to the fair market value of the stock at
the date of grant. Options awarded under the plans generally vested over a five year period and expired ten years
from the date of grant. In connection with the Broad and Statewide acquisitions, options which were converted by
election of the option holder to options to purchase the Company’s common stock totaled 602,139 and became
100% exercisable at the effective date of the acquisitions. At December 31, 2001, there were 165,303 options
outstanding related to these plans.

The Company accounts for stock-based compensation using the intrinsic value method. Since each option
granted has an exercise price equal to the fair market value of one share of the Company’s stock on the date of the
grant, no compensation cost at date of grant has been recognized.

The following table compares reported net income and earnings per share to net income and earnings per share
on a pro forma basis for the periods indicated, assuming that the Company accounted for stock-based compensa-
tion based on the fair value of each option grant as required by SFAS No. 123, “Accounting for Stock-Based
Compensation” (“SFAS No. 123”). The effects of applying SFAS No. 123 in this pro forma disclosure are not
indicative of future amounts.

Nine Months Ended

December 31, Year Ended March 31,

(In Thousands, Except Per Share Data) 2001 2001 2000
Net income

As reported $69.638 $62,036 $53,246

Pro forma $64,784 $56,467 $46,264
Basic earnings per share

As reported $ 1.33 $ 1.1 $ 0.90

Pro forma $ 1.23 $ 1.01 § 0.78
Diluted earnings per share

As reported $ 1.27 $ 1.10 § 0.90

Pro forma $ 1.18 $ 1.00 $ 0.78
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The following table sets forth stock option activity and the weighted-average fair value of options granted for the

periods indicated.
Nine Months Ended
December 31, Year Ended March 31,
2001 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding, beginning of year 6,648,603 $13.2833 6,418,894 $13.0519 6,051,908 $13.3125
Granted 295,500 19.0469 325,000 16.6414 146,000 11.3677
Broad/Statewide converted
options — — — — 602,139 6.9200
Exercised (85,802) 11.8767 (44,711) 44331 (368,933) 5.8463
Forfeited/cancelled (11,720) 13.3125 (50,580) 13.3125 (12,220 13.3125
Outstanding, end of year 6,842,581 $13.5507 6,648,603 $13.2833 6,418,894 $13.0519
Options exercisable at year end 3,814,282 2,631,808 1,461,515
Weighted average fair value of
options granted during the year $ 6.2748 $ 5.3458 $ 4.0353

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing
model using the following weighted-average assumptions for the periods indicated.

Nine Months Ended

December 31, Year Ended March 31,
2001 2001 2000
Risk free interest rate 4.19% - 5.33% 4.89% 6.55%
Volatility 26.68% — 39.68% 30.91% 34.66%
Expected dividend yield 1.66% —~ 1.75% 1.90% 2.49%
Expected option life 6 years 6 years 6 years

The following table is a summary of the information concerning currently outstanding and exercisable options
as of December 31, 2001.

Weighted

Average Weighted

Remaining Average

Range of Options Contractual Options Exercise

Exercise Prices Qutstanding Life Exercisable Price

$ 0.0000 - $12.0000 310,603 6.7 198,803 $ 8.6519
$12.0001 - $16.0000 5,936,478 6.6 3,615,479 13.3132
$16.0001 -~ $20.0000 555,500 9.3 — —
$20.0001 - $23.9200 40,000 9.8 — —
6,842,581 6.8 3,814,282 $13.0703
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14. Stockholders’ Equity

On November 27, 2000, the Company announced that its Board of Directors authorized the eighth stock
repurchase plan for up to five percent of common shares then outstanding, or 3,062,414 shares. On September 28,
2001 the Company announced that its Board of Directors authorized the ninth stock repurchase plan for up to an
additional three million shares of the Company’s outstanding common shares. The Company completed its eighth
repurchase program and commenced its ninth repurchase program on January 3, 2002. Repurchases will be made
by the Company from time to time in open-market transactions as, in the opinion of management, market
conditions warrant.

Repurchased shares are held as treasury stock and are available for issuance pursuant to the Company’s stock
benefit plans, in partcular, the Option Plan, the Directors Fiscal 2002 Stock Retainer Plan and the Directors Fee
Plan, acquisitions and for general corporate purposes. During the nine months ended December 31, 2001, the
Company repurchased 845,000 shares of its common stock at a cost of $§18.1 million and issued 88,715 shares of
treasury stock in connection with the exercise of options and the Directors Retainer Plan. At December 31, 2001,
the Company had repurchased a total of 27,207,966 shares, or 35.8% of its common stock at a cost of $384.2
million and reissued 9,536,776 shares at a cost of $137.5 million.

15. Commitments and Contingencies
Off-Balance Sheet Risks
The Company is a party to financial instruments with off-balance sheet risk in the normal course of business to
meet the financing needs of its customers. These financial instruments include commitments to extend credit and
standby letters of credit. Such financial instruments are reflected in the consolidated financial statements when and
if proceeds associated with the commitments are disbursed. The exposure to credit loss in the event of non-
performance by the other party to the financial instrument for commitments to extend credit and standby letters of
credit is represented by the contractual notional amount of those instruments. Management uses the same credit
policies in making commitments and conditional obligations as it does for on-balance sheet financial instruments.
Commitments to extend credit generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Since many of the commitments are expected to expire without being drawn upon, the
total commitment amounts do not necessarily represent future cash requirements. Management evaluates each
customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary, upon
extension of credit, is based on management’s credit evaluation of the counterparty.
Standby letters of credit are conditional commitments issued to guarantee the performance of a customer to a
third party. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending
loan facilities to customers.

ANNUAL REPORT 200

101




Independence Community Bank Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

The notional principal amount of the off-balance sheet financial instruments at December 31, 2001 and
March 31, 2001 are as follows:

Contract or Amount
(In Thousands) December 31, 2001 March 31, 2001

Financial instruments whose contract amounts represent credit risk:

Commitments to extend credit—mortgage loans $144,415 $200,945
Commitments to extend credit—commercial business loans 266,827 209,828
Commitments to extend credit—warehouse mortgage
lines of credit 168,689 73,693
Commitments to extend credit—other loans 61,368 52,675
Standby letters of credit 6,120 7,340
Total $647,419 $544,481

Retained Credit Exposure

The Company implemented a new program in the December 2000 quarter to originate and sell multi-family
residential mortgage loans in the secondary market to Fannie Mae while retaining servicing. The Company
underwrites these loans using its customary underwriting standards, funds the loans, and sells the loans to Fannie
Mae at agreed upon pricing. At December 31, 2001, the Company serviced §921.8 million of loans sold pursuant
to this program with a corresponding loan servicing asset of $4.3 million. Under the terms of the sales program,
the Company retains a portion of the associated credit risk. At December 31, 2001, the Company’s maximum
potential exposure related to secondary market sales to Fannie Mae with respect to this specific program was $67.2
million. This exposure is currently being reviewed in conjunction with the new contract negotiations and may be
subject to a downward revision for loans previously sold. Once established, such amount would continue to

increase as long as the Company continues to sell loans under this program to Fannie Mae. The Company retains
this level of exposure until the portfolio of loans are paid in entirety or the Company funds claims by Fannie Mae
for the maximum loss exposure. As of December 31, 2001, the Company had not realized any losses related to
these loans. No provisions relating to this exposure have been made based on the quality of the loans and their
continued performance.

Lease Comvmitments
The Company has entered into noncancellable lease agreements with respect to Bank premises. The minimum
annual rental commitments under these operating leases, exclusive of taxes and other charges, are summarized as

follows:

(In Thousands) Amount

Year ended December 31:

2002 $ 3,194
2003 2,803
2004 2,739
2005 2,319
2006 and thereafter 20,295
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The rent expense for the nine months ended December 31, 2001 and the years ended March 31, 2001 and

2000 was $3.3 million, $3.7 million and $2.5 million, respectively.

Other Commitments and Contingencies

In the normal course of business, there are outstanding various legal proceedings, claims, commitments and

contingent liabilides. In the opinion of management, the financial position and results of operations of the
Company will not be affected materially by the outcome of such legal proceedings and claims.

16. Income Taxes :
The components of deferred tax assets and liabilities are summarized as follows:

December 31, March 31,
(In Thousands) 2001 2001
Deferred tax assets:
Securities available-for-sale $ — $ 647
Contribution to the Foundation 28,269 27,817
Allowance for loan losses 32,348 31,103
Depreciation 538 691
Deferred loan fees 5,711 5,283
Amortization of intangible assets 9,331 8,630
Nonaccrual interest 1,497 1,560
Employee benefits 4,983 5,531
Other 1,242 1,679
Gross deferred tax assets 83,919 82,941
Valuation allowance for contribution to Foundation !4,144) (12,538
Deferred tax assets, net of valuation allowance 79,775 70,403
Deferred tax liabilities:
Securities available-for-sale 5,149 —
Bad debt recapture under Section 593 430 762
Acquisition premium on mortgage-related securities — 354
Change in subsidiary tax year 29,750 —
Deferred compensation 160 322
Other 661 —
Gross deferred tax liabilities 36,150 '1,438
Net deferred tax assets $43,625 $ 68,965

The Company has reported taxable income for federal, state and local income tax purposes in each of the past

two years and in management’s opinion, in view of the Company’s previous, current and projected future
earnings, such net deferred tax asset is expected to be fully realized with the exception of a portion related to the
Company’s contribution to the foundation. Accordingly, no other valuation allowance was deemed necessary for

the net deferred tax asset at December 31, 2001 and March 31, 2001.
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For federal, state and local income tax purposes, a subsidiary of the Company elected to change its calendar tax
year to a 52 - 53 weck taxable year, as allowed under Federal statute and regulations. As a result of this election,
the Company has established a deferred tax liability of $29.8 million with respect to income of the subsidiary that
will be taxed in a subsequent year.

Significant components of the provision for income taxes attributable to continuing operations are as follows:

Nine Months Ended

December 31, Year Ended March 31,
(In Thousands) » 2001 2001 2000
Current: i
Federal . $14,936 542,439 $36,187
State and local 3,054 3,930 3,755
17,990 46,369 39,942
Deferred:
Federal 20,561 (760) . (5,189)
State and local 2,348 (280) {1,964
22,509 (1,040 (7,153)
Total $40,899 $45,329 $32,789

The table below presents a reconciliation between the reported tax provision and the tax provision computed by
applying the statutory Federal income tax rate to income before provision for income taxes:

Nine Months Ended

December 31, Year Ended March 31,

(In Thousands) : 2001 2001 2000
Federal income tax provision at statutory rates $38,688 $37,578 $27,233

Increase in tax resulting from:

State and local taxes, net of Federal income tax effect 3,511 2,372 1,164
Amortization of goodwill — 5,021 2,879
Other (1,300) 358 1,513
$40,899 $45,329 $32,789

At December 31, 2001, the base year bad debt reserve for federal income tax purposes was approximately
$30 million, for which deferred taxes are not required to be recognized. Bad debt reserves maintained for New
York State and New York City tax purposes as of December 31, 2001 for which deferred taxes are not required to
be recognized, amounted to approximately $110 million. Accordingly, deferred tax liabilities of approximately $11
million have not been recognized as of December 31, 2001.

The Company is currently undergoing an audit of its New York State income tax returns for the calendar years
1994, 1995 and 1996. The Company has received a notice which could result in additional income tax liability to
New York State and New York City for the years in question. The Company has conducted a review and analysis
of the basis and accuracy of the State’s claims. Based on its review, the Company does not believe that the final
resolution will have a material financial statement impact.
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17. Regulatory Requirements

As a New York State-chartered stock form savings bank, the deposits of which are insured by the FDIC, the Bank
is subject to certain FDIC capital requirements. Failure to meet minimum capital requirements can initiate certain
mandatory and possible discretionary actions by regulators that, if undertaken, could have a direct material effect
on the Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s
assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting practices. The
Bank’s capital amounts and classifications are also subject to qualitative judgments by the regulators about
components, risk weightings and other factors.

Based on its regulatory capital ratios at December 31, 2001 and March 31, 2001, the Bank is categorized as
“well capitalized” under the regulatory framework for prompt corrective action. To be categorized as “well
capitalized” the Bank must maintain Tier [ leverage, Tier I risk-based and minimum total risk-based ratios as set
forth in the following table.

The Bank’s actual capital amounts and ratios are presented in the tables below as of December 31, 2001 and
March 31, 2001:

To Be Well-Capitalized

Actual Amounts For Capital Adequacy Under FDIC
as of 12/31/01 Purposes at 12/31/01 Guidelines at 12/31/01
(Dollars In Thousands) Amount Ratio Amount Ratio Amount Ratio
Tier 1 Leverage $629,575 8.60%  $292,915 4.00% $366,144 5.00%
Tier 1 Risk-Based 629,575 10.85% 232,156 4.00% 348,233 6.00%
Total Risk-Based 708,070 12.20% 464,311 8.00% 580,389 10.00%
To Be Well-Capitalized
Actual Amounts For Capital Adequacy Under FDIC
as of 3/31/01 Purposes at 3/31/01 Guidelines at 3/31/01
(Dollars In Thousands) Amount Ratio Amount Ratio Amount Ratio
Tier 1 Leverage $558,054 8.20%  $272,139 4.00% $340,174 5.00%
Tier 1 Risk-Based 558,054 11.70% 190,863 4.00% 286,294 6.00%
Total Risk-Based 618,050 12.95% 381,725 8.00% 477,156 10.00%

18. Fair Value of Financial Instruments

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments” (“SFAS No. 107”) requires disclosure of
fair value information about financial instruments, whether or not recognized in the statements of financial
condition, for which it is practicable to estimate fair value. In cases where quoted market prices are not available,
fair values are based on estimates using present value or other valuation techniques. Those techniques are
significantly affected by assumptions used, including the discount rate and estimates of future cash flows. In that
regard, the derived fair value estimates cannot be substantiated by comparison to independent markets and, in
many cases, could not be realized in immediate settlement of the instrument. SFAS No. 107 requirements exclude
certain financial instruments and all nonfinancial instruments from its disclosure requirements. Additionally, tax
consequences related to the realization of the unrealized gains and losses can have a potential effect on fair value
estimates and have not been considered in the estimates. Accordingly, the aggregate fair value amounts presented
do not represent the underlying value of the Company.
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The book values and estimated fair values of the Company’s financial instruments are summarized as follows:

December 31, 2001 March 31, 2001
(In Thousands) Book Value Fair Value Book Value Fair Value
Financial Assets:
Cash and due from banks $ 207,633 $ 207,633 $ 252,362 $ 252,362
Federal funds sold — — 25,400 25,400
Securities available-for-sale 1,027,994 1,027,994 921,747 921,747
Mortgage loans on real estate 4,603,728 4,640,775 4,478,572 4,448,809
Commercial business loans 665,829 667,053 436,751 436,212
Warehouse mortgage lines of credit 446,542 446,542 206,707 206,707
Other loans 173,907 173,907 151,190 151,190
Accrued interest receivable 37,436 37,436 37,119 37,119
FHLB stock 85,435 85,435 82,323 82,323
Loan servicing assets 4,273 4,273 1,961 1,961
Financial Liabilities:
Core deposits 2,941,138 2,941,138 2,389,781 2,389,781
Time deposit accounts 1,853,637 1,871,186 2,276,276 2,294,588
Borrowings 1,682,788 1,645,112 1,309,293 1,326,177
Escrow and other deposits 38,361 38,361 72,152 72,152
Trust Preferred Securities 11,067 11,067 11,067 11,067

The following methods and assumptions were used by the Company in estimating the fair values of financial
mstruments:

The carrying values of cash and due from banks, Federal funds sold, other loans, warehouse mortgage lines of
credit, accrued interest receivable, deposits and escrow and other deposits all approximate their fair values
primarily due to their liquidity and short-term nature.

Securities available-for-sale:  The estimated fair values are based on quoted market prices.

Mortgage loans on real estate: The Company’s mortgage loans on real estate were segregated into two
categories, residential and cooperative loans and commercial/multi-family loans. These were stratified further
based upon historical delinquency and loan to value ratios. The fair value for each loan was then calculated by
discounting the projected mortgage cash flow to a yield target equal to a spread, which is commensurate with the
loan quality and type, over the U.S. Treasury curve at the average life of the cash flow.

Commercial business loans: The commercial business loan portfolio was priced using the same methodology as
the mortgage loans on real estate.

FHLB stock: The carrying amount approximates fair value because it is redeemable at cost, with the issuer only.

Loan servicing assets:  The fair value is estimated by discounting the future cash flows using current market rates
for mortgage loan servicing with adjustments for market and credit risks.
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Tume deposit accounts: The estimated fair value for time deposits is based on a discounted cash flow calculation
that applies interest rates currently being offered by the Company to its current deposit portfolio.

Borrowings: The estimated fair value of FHLB borrowings is based on the discounted value of their contractual -
cash flows. The discount rate used in the present value computation is estimated by comparison to the current
interest rates charged by the FHLB for advances of similar remaining maturities.

Trust Preferred Securities: The estimated fair value for Trust Preferred Securities is based on a discounted cash
flow calculation that applies current interest rates for similar trust preferred securities.

19. Asset and Dividend Restrictions

The Bank is required to maintain a reserve balance with the Federal Reserve Bank of New York. The required
reserve balance was $9.5 million, $6.0 million and $6.0 million at December 31, 2001 and March 31, 2001 and
2000, respectively.

Limitations exist on the availability of the Bank’s undistributed earnings for the payment of dividends to the
Company without prior approval of the Bank’s regulatory authorities.

In January 2002 the Bank requested (and received) approval of the distribution to the Company of an aggregate
of $50.0 million. In December 2000, the Bank requested (and received) approval of the distribution to the
Company of an aggregate of $25.0 million, of which $6.0 million had been distributed as of December 31, 2001.
In addition, during fiscal 2000, the Bank requested (and received) approval of or non-objection to the distribution
to the Company of an aggregate of $285.0 million. Of this amount, $14.0 million, $95.0 million and $176.0
million was distributed to the Company during the nine months ended December 31, 2001 and the years ended
March 31, 2001 and 2000. The distributions were primarily used by the Company to fund the cash portion of the
merger consideration paid in the Broad and Statewide acquisitions as well as the Company’s open market stock
repurchase programs and payment of cash dividends.
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20. Quarterly Results of Operations (unaudited)

Nine Months Ended December 31, 2001

(In Thousands, Except Per Share Data) 1st Quarter 2nd Quarter 3rd Quarter
Interest income $119,399 $120,914 $121,893
Interest expense 61,101 59,099 52,426
Net interest income 58,298 61,815 69,467
Provision for loan losses v1,875 3,000 3,000
Net interest income after provision for loan losses 36,423 58,815 66,467
Non-interest income 13,645 13,800 17,028
Total income 70,068 72,615 83,495
General and administrative expense 35,815 35,930 38,135
Amortization of goodwill — — —
Amortization of intangible assets 1,922 1,920 1,919
Income before provision for income taxes 32,331 34,765 43,441
Provision for income taxes 12,137 12,689 16,073
Net income $ 20,194 $ 22,076 $ 27,368
Basic earnings per common share $§ 038 $§ 042 § 052
Diluted earnings per common share $ 037 $ 040 $ 050
Dividend declared per common share $§ 0.08 3 0.09 $ 010
Stock price per common share

High $ 19.890 $ 25.180 § 24.850

Low $ 16.625 $ 17.000 $ 20.500

Close $ 19.740 $ 21.730 $ 22.760
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Year Ended March 31, 2001

(In Thousands, Except Fer Share Data) 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Interest income . $115,094 $116,193 $119,000  $120,415
Interest expense 57,080 62,213 64,348 63,816
Net interest income 58,014 53,980 54,652 56,599
Provision for loan losses 792 — — 600
Net interest income after provision for loan losses 57,222 53,980 54,652 55,999
Non-interest income ' 6,094 8,749 10,899 12,596
Total income . 63,316 62,729 65,551 68,595
General. and administrative expense 32,811 30,295 33,522 34974
Amortization of goodwill 3,632 3,562 3,556 3,594
Amortization of intangible assets 1,720 1,720 1,720 1,720
Income before provision for income taxes 25,153 27,152 26,753 28,307
Provision for income taxes 10,617 11,462 11,370 11,880
Net income $ 14,536 $ 15,690 $ 15,383 § 16,427
Basic earnings per common share $ 025 $ 027 $ 028 § 031
Diluted earnings per common share $ 0.25 $ 027 § 028 § 031
Dividend declared per common share $ 0.07 $ 0.07 $ 008 § 008

Stock price per common share

High $ 13.750 ¥
Low $ 10.875 3
Close $ 13.250 %
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Independence Community Bank Corp.

21. Parent Company Disclosure

the Notes thereto.

Condensed Statement of Financial Condition

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

The following Condensed Statement of Financial Condition, as of December 31, 2001 and March 31, 2001 and
Condensed Statement of Operations and Cash Flows for the nine months ended December 31, 2001 and the years
ended March 31, 2001 and 2000 should be read in conjunction with the Consolidated Financial Statements and

Condensed Statement of Operations

Nine Months Ended
December 31,

December 31, March 31,
(In Thousands) 2001 2001
Assets:
Cash and cash equivalents $ 6,690 ¥ 17,128
Securities available-for-sale 1,323 1,491
Investment in subsidiaries 837,105 757,215
Net deferred tax asset 15,176 12,148
Dividends receivable 19,000 39,000
Other assets 13,095 6,239
Total assets $892,389 $833,221
Liabilities:
Subordinated debentures $ 11,856 $ 11,856
Accrued expenses and other liabilities — 8,209
Total liabilities ' 11,856 20,065
Stockholders’ equity 880,533 813,156
Total Labilities and stockholders’ equity $892,389 $833,221

Year Ended March 31,

(In Thousands) 2001 2001 2000
Income: .
Interest income $ 152 $ 685 $ 686
Net gain (loss) on sales of securities — 1,477 (1,215)
QOther non-interest income 900 615 1,388
1,052 2,777 859
Expenses:
Shareholder expense 600 647 575
Other expense 1,060 1,418 1,186
1,660 2,065 1,761
{Loss) income before provision for income taxes and
undistributed earnings of subsidiaries (608) 712 (902)
Provision for income taxes, net 112 150 150
(Loss) income before undistributed earnings of subsidiaries (720) 562 (1,052)
Equity in undistributed earnings of subsidiaries 70,358 61,474 54,298
Net income $69,638 $62,036 $53,246
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Independence Community Bank Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Condensed Statement of Cash Flows

Nine Months Ended
December 31,

Year Ended March 31,

(In Thousands) 2001 2001 2000
Cash flows from operating activities:
Net income $ 69,638 $ 62,036 § 53,246
Adjustments to reconcile net income to net cash provided
by operating activities:
(Gain) loss on sale of securities — (1,477) 1,215
Decrease in deferred income taxes 4,855 459 5,926
Dividends received from subsidiary 20,000 95,000 176,000
{Increase) decrease in other assets (6,856) 14,464 (17,0335)
Increase in subordinated debentures — — 11,856
(Decrease) increase in other liabilities (8,209) 6,196 {2,160)
Amortization of unearned compensation of ESOP and
Recognition Plan 11,469 10,289 9,086
Accelerated vesting of stock options 603 — —
Undistributed earnings of subsidiaries (70,358) (61,474) (54,298)
Other, net 274 (33D (191)
Net cash provided by operating activities 21,416 124,962 183,645
Cash flows from investing activities:
Decrease in investment in subsidiaries — 368 3,709
Purchase of securities available-for-sale —_ {433) (33,020
Proceeds on sales of securities — 11,244 57,702
Cash consideration paid to acquire Broad — — (66,061)
Cash consideration paid to acquire Statewide — — (51,173)
Net cash provided by (used in) investing activities — 11,179 (88,843)
Cash flows from financing activities:
Proceeds received on exercise of stock options 1,078 197 770
Repurchase of common stock (18,352) (113,913) (126,386)
Dividends paid (14,580) (17,378) (12,907)
Net cash used in financing activities {31,854) (131,094) (138,523)
Net (decrease) increase in cash and cash equivalents (10,438) 5,047 (43,721)
Cash and cash equivalents at beginning of year 17,128 12,081 55,802
Cash and cash equivalents at end of year $ 6,690 $ 17,128 $ 12,081
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ITEM 9. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure

None.

PART III

ITEM 10. Directors and Executive Officers of the Registrant

The information required herein is incorporated by reference to “Information With Respect to Nominees for
Director, Continuing Directors and Executive Officers” in the definitive proxy statement of the Company for the
Annual Meeting of Stockholders to be held on May 23, 2002, which will be filed with the SEC prior to April 30,
2002 (“Definitive Proxy Statement”).

ITEM 11. Executive Compensation

The information required herein is incorporated by reference to “Executive Compensation” in the Definitive
Proxy Statement.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management

The information required herein is incorporated by reference to “Beneficial Ownership of Common Stock by
Certain Owners and Management” in the Definitive Proxy Statement.

ITEM 13. Certain Relationships and Related Transactions

The information required herein is incorporated by reference to “Executive Compensation—Certain Relation-
ships and Related Transactions” in the Definitive Proxy Statement.

PART IV

ITEM 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

{a) Documents Filed as Part of this Report
{1) The following financial statements are incorporated by reference from Item 8 hereof:

Report of Independent Auditors

Consolidated Statements of Financial Condition as of December 31, 2001 and March 31, 2001.
Consolidated Statements of Operations for the Nine Months Ended December 31, 2001 and the Years
Ended March 31, 2001 and 2000.

Consolidated Statements of Changes in Stockholders’ Equity for the Nine Months Ended December 31,
2001 and the Years Ended March 31, 2001 and 2000.

Consolidated Statements of Cash Flows for the Nine Months Ended December 31, 2001 and the Years
Ended March 31, 2001 and 2000.

Notes to Consolidated Financial Statements.
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ITEM 14. Exhibits, Financial Statement Schedules, and Reports on
Form 8-K (continued)

(2) All schedules for which provision is made in the applicable accounting regulations of the SEC are omitted
because of the absence of conditions under which they are required or because the required information is
included in the consolidated financial statements and related notes thereto.

{3) The following exhibits are filed as part of this Form 10-K, and this list includes the Exhibit Index.

EXHIBIT INDEX

3,10 Certificate of Incorporation of Independence Community Bank Corp.
3.2 Bylaws, as amended, of Independence Community Bank Corp.
4.0 Specimen Stock Certificate of Independence Community Bank Corp.

10.1  Form of Change of Control Agreement entered into among Independence Community Bank Corp.,
Independence Community Bank and certain senior executive officers of the Company and the Bank.

10.2"  Form of Change in Control Agreement entered into between Independence Community Bank and
certain officers thereof.

10.3")  Form of Change of Control Agreement entered into among Independence Community Bank Corp.,
Independence Community Bank and certain executive officers of the Company and the Bank.

104" Form of Change of Control Agreement to be entered into between Independence Community Bank
and certain executive officers thereof.

10.5% Independence Community Bank Severance Plan.

10.6¥ 1998 Stock Option Plan.

10.7? 1998 Recognition and Retention Plan and Trust Agreement.

10.8% Broad National Bancorporation Incentive Stock Option Plan.

10.9% 1993 Broad National Incentive Stock Option Plan.

10.10% 1993 Broad National Directors Non-Statutory Stock Option Plan.
10.11% 1996 Broad National Incentive Stock Option Plan.

10.12% 1996 Broad National Bancorporation Directors Non-Statutory Stock Option Plan.
10.13®) 1996 Statewide Financial Corporation Incentive Stock Option Plan.
10.14%  Deferred Compensation Plan.

10.15®  Directors Fiscal 2002 Stock Retainer Plan,

10.167  Directors Fee Plan.

10.17 Independence Community Bank Executive Management Incentive Compensation Plan (April 1,
2001—December 31, 2001).

11.0 Statement re computation of per share earnings—Reference is made to Item 8. “Financial
Statements and Supplementary Data” for the required information.

21.0 Subsidiaries of the Registrant—Reference is made to Item 2. “Business” for the required
information. ‘

23.1 Consent of Ernst & Young LLP

(1) Incorporated herein by reference from the Company’s Registration Statement on Form S-1 (Registration No. 333-30757) filed by the
Company with the SEC on July 3, 1997.

(2) Incorporated herein by reference from the Company’s Annual Report on Form 10-K for the fiscal year ended March 31, 1999 filed by the
Company with the SEC on June 28, 1999.

(3) Incorporated herein by reference from the Company’s definitive proxy statement filed by the Company with the SEC on August 17, 1998.

(4) Incorporated herein by reference from the Company's registration statement on Form $-8 (Registration No. 333-85981) filed by the
Company with the SEC on August 26, 1999.
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ITEM 14. Exhibits, Financial Statement Schedules, and Reports on
Form 8-K (continued)

(5) Incorporated herein by reference from the Company’s registration statement on Form S-8 (Registration No. 333-95767) filed by the
Company with the SEC on January 31, 2000.

(6) Incorporated hercin by reference from the Company’s Annual Report on Form 10-K for the fiscal year ended March 31, 2001 filed by the
Company with the SEC on June 22, 2001.

{(7) Incorporated herein by reference from the Company’s definitive proxy statement filed by the Company with the SEC on June 22, 2001.

{b) Reports on Form 8-K
The following Current report on Form 8-K was filed during the quarter ended December 31, 2001.
None.
(¢) The exhibits listed under (a)(3) of this Item 14 are filed herewith.
(d) Not applicable.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15{d} of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

INDEPENDENCE COMMUNITY BaANK CORP.

/s/  ALAN H. FISHMAN

Alan H. Fishman
President and Chigf Executive Officer

Date: March 27, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and the capacities and on the dates indicated:

Name Title Date

/s/ CHARLES J. Hamm Chairman of the Board March 27, 2002
Charles J. Hamm

/s/ DoNALD M., KARP Vice Chairman of the Board March 27, 2002
Donald M. Karp

/s/  VicTOR M. RICHEL Vice Chairman of the Board March 27, 2002
Victor M. Richel

/s/  ALaN H. FiIsHMAN President and Chief Executive Officer March 27, 2002
Alan H. Fishman

/s/ _JOHN B. ZURELL Executive Vice President and March 27, 2002
John B. Zurell Chief Financial Officer
/s/ WILLARD N. ARCHIE Director March 27, 2002

Willard N. Archie

/s/ ROBERT B. CATELL Director March 27, 2002
Robert B. Catell

/s/  RoniT M, DEsal Director March 27, 2002
Rohit M. Desai

/s/ CHAIM Y. EDELSTEIN Director March 27, 2002
Chaim Y. Edelstein :
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SIGNATURES (continued)

Name

/s/ DoNaLD H. ELLIOTT

Donald H. Elliott

/s/ ROBERT W. GELFMAN

Robert W. Gelfman

Scott M., Hand

/s/ DoNaLD E. KOLOWSKY

Donald E. Kolowsky

/s/ JANINE LUKE

Janine Luke

/s/  MALcOLM MacKAy

Malcolm MacKay

/s/ JOsSeEPH S. MORGANO

Joseph 8. Morgano

/s/ MaRria FIORINT RAMIREZ

Maria Fiorini Ramirez

/s/  WESLEY D. RaTCLIFF

Wesley D. Ratchiff

116

Title

Director

Director

Director

Director

Director

Director

Director

Director

Director

Date

March 27, 2002

March 27, 2002

March 27, 2002
March 27, 2002
March 27, 2002
March 27, 2002
March 27, 2002

March 27, 2002

ANNUAL REPORT 2001




CORPORATE

INFORMATION

INDEPENDENCE COMMUNITY BANK CORP.

BOARD OF DIRECTORS
Charles J. Hamm

Chairman of the Board of Directors
Independence Community Bank Corp.

Donald M. Karp

Vice Chairman of the Board of Directors
Independence Community Bank Corp.
Victor M. Richel

Vice Chairman of the Board of Directors
Independence Community Bank Corp.
Alan H. Fishman

President and Chief Executive Officer
Independence Community Bank Corp.
Willard N. Archie

Retired; formerly Chief Executive Officer and

Managing Partner
Mitchell & Titus, LLP

Robert B. Catell
Chairman and Chief Executive Officer
KeySpan Corporation

OFFICERS OF

Chairman
Charles J. Hamm*

President and Chief Executive Officer
Alan H. Fishman*

INDEPENDENCE

* Also Officers of Independence Community Bank Corp.

EXECUTIVE OFFICE

Independence Community Bank Corp.
195 Montague Street

Brooklyn, New York 11201

(718) 722-5300

website: www.myindependence.com

STOCK LISTING

Independence Community Bank Corp.’s
common stock is traded and quoted on

The Nasdaq Stock Market, Inc. under the
symbol “ICBC". Price information appears
daily in major newspapers under the symbols
"IndepCmmntyBk” or “IndpCm”.

INVESTOR RELATIOCWNS

Stockholders, investors and analysts interested

in additional information are invited to contact:

Kathleen Hanrahan

First Vice President
Investor Relations

195 Montague Street
Brooklyn, New York 11201
(718) 722-5400

AND

Rohit M. Desai

Chairman, President and
Chief Executive Officer

Desai Capital Management, Inc.

Chaim Y. Edelstein

Consultant; formerly Chairman and
Chief Executive Officer

Hills Stores, Inc.

Donald H. Elliott
Partner
Hollyer Brady Smith & Hines, LLP

Robert W. Gelfman

Senior Counsel

Paul. Hastings, Janofsky & Walker LLP
Scott M. Hand

Deputy Chairman, Chief Executive Officer

and Director

INCO Limited

COMMUNITY BANK

|
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|
|
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'
1
|
|
)
'
'

Executive Vice Presidents

John A. Dorman?*, President-Business BankingDiuisfnn
Gary M. Honstedt*, President-Commercial Real Estate
Lending Division

Harold A. McCleery*, Chief Credit Officer
Terence J. Mitchell*, President-Consumer Banking
Division

John B. Zurell*, Chief Financial Officer

TRANSFER AGENT ARND
REGISTRAR

Inquiries regarding stock transfer, lost
certificates, or changes in name and/or address
should be directed to the stock transfer agent
and registrar:

Registrar and Transfer Company
Investor Relations'

10 Commerce Drive

Cranford, New Jersey 07016
1-800-368-5948

website: www.rtco.com

INDEPENDENT AUDITORS

Ernst & Young, LLP
787 Seventh Avenue
New York, New York 10019

INPEPENDENCE COMMUNITY BANK

Donald E. Kolowsky
Retired, formerly President
Chemical Division, Phizer, Inc.

Janine Luke

Director
Windrove Service Corporation

Malcolm MacKay
Managing Director
Russell Reynolds Associates, Inec.

Joseph S. Morgano

Retired; formerly Executive Vice President
(President—Commercial Real Estate Lending
Division)

Independence Community Bank

Maria Fiorini Ramirez

President and Chief Executive Officer

Maria Fiorini Ramirez, Inc.

Wesley D. Ratcliff
President and Chief Executive Officer
Advanced Technological Solutions, Inc.

Senior Vice Presidents

Frank W. Baier*, Treasurer

Stephen Glass, Chief Information Officer
Frank S. Muzic*, Controller

John K. Schnock*, Secretary and Counsel
Joseph M. Vallette*, Auditor

COUNSEL
Elias, Matz, Tiernan & Herrick L.L.P.

734 15th Street, N.W.
Washington, D.C. 20005

Bleakley Platt Remsen Millham & Curran
44 Wall Street
New York, New York 10005

ANNUAL MEETIRG

The 2002 Annual Meeting of Stockholders
will be held on Thursday, May 23, 2002 at
9:30 AM at the:

New York Marriott Brooklyn
333 Adams Street
Brooklyn, New York

'Other Stockholder Services available through
Registrar and Transfer Company:

1) Dividend Reinvestment Plan
2) Stock Purchase Plan
3) Direct Deposit of Dividend Program




This tragedy has turned every community

into a nation of family.

Let us stand together in sympathy and support,

as we gather our strength in healing.

And we will come back wiser, better and stronger than ever.

We love our independence.

Commemorative, September 11, 2001. Published and displayed in news publications and branch offices.
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